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Ottawa, Ontario, 
Wednesday, January 11, 1961. 
=--- On commencing at 10:00 a.m. 

THE CHAIRMAN: Order, please. 

MR, SINCLAIR, Q: One of the other areas, and 
I think the only one we have to discuss, Mr. Saunders, 
in which you felt that another look should be made by 
Canadian Pacific, if I may put it that way, was in 
matin Gt of car days: development of car days in the 
grain cost study? 

A, Yes, sir. 

Q. And at page 50 of your submission, you say 
in the first eens 

"For reasons not explained, the most 
obvious method, that of reworking the original 
active day cycle sample to include the idle 
days, and supplementing this with additives 
for back shop repair days, was not followed." 

Your suggestion is that the 3700 car sample 
on Canadian Pacifie used to develop the active car days 
should be the basic sample used for the development of 
ear days chargeable to the grain traffic moving to 
export positions in western Canada? 

A. Yes, sir. 

Qe Mr, Saunders, you and your staff received 
substantial data on car days and the traffic pattern 
flows over all of Canadian Pacific: charts demonst@ating 
pattern flows by months. You remember those charts -- 
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A. I do not know what you have in mind. 

Qo Well, what I have in mind is that on 
the Canadian Pacific, Mr. Saunders, there is a pattern 
movement for grain that has in it peaking that coincides 
with general boxcar traffic peaking. Do you not recall 
this material? 

A. We got some monthly figures on loadings. 

I do not recall anything about charts, but we did get 
some monthly figures, 

And, I am advised that we did have some charts, 
too, I do not recall specifically about the sharts. 

Q. Well, in this 3700 baila hak \Canpdten 
Pacific used to develop the active cars days because of 
peaking in May, June and July a greater number of the 
ears in the “sample was taken from that period so that 
the sample would be representative of the movement of 
grain over the year. Do you recall that? 

A. I do not recall it, but I will accept that. 
It sounds reasonable. 

Qe And in view of this, this is a proper . 
way of developing a sample, you would agree, where you 
have a peaking to reflect that peaking in the sample? 

A. Well, I do not recall the details of that, 
but certainly if you are going to get a representative 
sample you have to allow for selection that will provide 
a fair representation of peak periods, But I do not 
reeall the mechanies of that cauttan tas operation. 

Q. Now, if Canadian Pacifie hed done, as 


you suggest they might have done, used the 3700 car 
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samples to develop idle time as well as active car 
days, it would result, I suggest, in grain not being 
charged with idle time which it is necessary to build 
into the Canadian Pacifie boxcar fleet to take care of 
this peaking of the grain movement. Would you agree? 

A. No, I do not understand why that would 
be. 

Q. Well, Mr. Sauitaeds, where you have, as 
there is on Canadian Pacific, a peaking of the study 
traffic on a peak of other boxcar traffic, it is 
necessary to maintain a fleet to look after with 
reasonable dispatch the peaks of grain that has a 
greater idfje time because Df that very fact? You 
would agree? 

A. Well, to the extent that that happens 
-~ I do not see what that has to do with how you draw 
your sample. I think you can draw your sample and 
study the active and idle times just as you have 
described was done in the first instance with the active 
study. Allowances were made for a disproportionate 
share of the grain traffic moving in certain months. 
It is possible to do that with the active and the idje 
time. 

Q. I suggest to you what you do in 
developing active ear days is to develop a sample and 
it was done by Canadian Pacific by taking into account 
this peaking on the cycle through empty, through 
load, through empty, and thet being the method ‘followed 
of developing the cycle you have to consider storage 


time exclusive of that cycle when you come to develop 
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idle car days chargeable to the study traffic; and 
that is why you cannot use the 3700 car sample to 
develop your idle days? 

A. I just don't see how that has anything 
to do with the practical problem of measuKement . 

Q. Well, my suggestion to you is because 
of the way grain moves on Canadian Pacifie it is 
necessary to make a special study for idle time outside 
of the 3700 car sample that was used to develop 
active time? 

A, Well, that may be so. I am not, certainly 
at all willing to agree that that has to be done, but 
you did it, and if you are going to do. it from a 
separate sample it still is a matter deFunetnier son 
use the same definitions, the same concepts, as you 
used in the first study. 

I think it is simpler to stick with the 
first sample and just add to this seasonal differences. 
I think it is eae and I think you come out with 
a more accurate result than if you take a different 
approach and then try to blend the two studies 
together. 

Qo Mr. Saunders, in the Southern Governors! 
Grain Case, where you made an intensive study, what 
method of treatment did you use to arrive at oar 
day eosts? 

A, I really do not remember. 

Q. You used the rail form A method; didn't 
you? 


A, I have a wague recollection, now, that 
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we did something about the times at transit points -- 
we made some special studies at transit. I am a little 
hazy, .now, just what we did. 

Qe Let me put it this way, Mr. Saunders. 
Cost analysts consider, many of them, that the rail 
form A procedure for developing car days attributable 
to: the movement of a @pmmodity and to arrive at the 
cost associated with car days is a reasonably sound 
method to follow? 

A. Well, we just shattered this yesterday, 
andyou are going to have me put it together again, it 
sounds like, It depends how you use it. If you 
use it within its limitations there is no danger in it. 

Qo I say it is a reasonably sound method, 
in the light of many cost analysts' view to arrive 
at costs and it is used by them in decision making? 

A. . I think it is important to understand 
the distinction between what you are saying and what 
I am saying. It is not something you use and that is 
the end of it. You use it if you feel it is adequate 
for the particular problems you are studying. If it 
is not adequate, then you should not use it. 

Q. Mr, Saunders, up until three or four 
years ago, we will say, before any of the cost analysts 
appearing before the ICC had ever turned their mind 
to multiple regression, and before they turned their 
mind to cost analysis, are you suggesting that they 
could not or should not have made definitive statements 
regarding costs on some of the cases that they had? 


A. I think you do the best you can in terms 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, Cr-e@X, 22176 
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as it is 
of the study of the yard At the time you are doing it. 


I am sure there were aeroplane engineers in 1925 who 
were making decisions about what is the only proper 
way to fly an aeroplane that today would have a different 
view of it. 

Qe I suggest to you that what they were 
suggesting was that this is a reasonable method to 
arrive at cost on which to base their decision making? 

A. It is the best one available. 

Q. And it is the best one on which to make 
a decision? 

A. Yes, you do the best you can. These 
poor analysts you are talking about -- and I am one of 
them -- could not get any further than they could get 
by convincing the management of the railroads that it 
was worth the effort to make these studies and it 
happens that Canadian Pacific has an enlightened point 
of view with respect to cost analyist ---and Caradian 
National, also -- amd they have done great progressive 
things in this field, and they are to be commended for 
that, but the fact that other managements did not see 
fit to do the research does not make the analyst 
inadequate or ‘natalie except as @ salesman; he 
did not sell the idea very well. 

Qe Now, there is one point in this car 
day treatment, Mr. Saunders, that you were critical . 
of the way Canadian Pacific handled it, and that was 
the per diem credits which / seceived by Canadian Pacific 
when its boxcars ape on American railroads because 


they move into that country under load and are being 
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used there for transportation; correct? 

A, Yes, sir. 

Qe Now, the per diem charge, or what is 
known as the per diem rate, is developed by cost 
study on American railroads by the AAR and approved 
by the ICC; correct? 

By Well, you have tied it together in an 
edd way. The M4R certainly makes studies and submits 
them, and the ICC eertainly decides what it is going 
to 46. It does not necessarily approve the AAR Btudy. 
I do not think it did in this last case, There were 
some moégifications in it. 

You are being careful in phrasing the question. 
I just want to be sure we do not have a misunderstanding 
later. 

Qo What happens is the various developments 
are developed by the AAR and developed into a cost 
presentation which is made to the Interstate Crimmerce 
Commission which cheks it out and exercises its 
Sudgment and fixes the rate? 

A. Theat is right. 

Qe By the way, that rate is what rate now? 
Do you remember? 2,88 for boxcars? 2.88; 2,85? 

I am trying to figure what the last one was. 2.78 to 
2.88? 

A. 2.75, I think, originally. Then, it 
went to 2,88 

Qe Yes, And avery short while ago it was 


2.40? Do you remember that? 


A. Yes, 
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Q. It was lower than that -- 2.20 -- do 
you remember -- a few years back? 

A. Like many things, it was well below 
that at one point -- it was a dollar a day. 

Q. The point is that as the costs have 
changed the rate increased? 

A. Well, that is certainly one of the 
considerations; there is no question about that. The 
timing of the rate change is not exactly an automatic 
thing, though. | 

Q. No, but as the costs change the railroads 
and the AAR make their presentation to the f¢é¢ ss 
get a higher per diem charge based on a higher cost 
involved -- investment and repairs and matters of that 
kind? 

A, That is right. 

Qo Now, one of the elements in the charge 
or rate per diem is an allowance for shopping *ime? 

A, Yes, sir. 

Q. And that is an allowance to the owning 
line that when the car comes back to the owning line 
and it places the car in its shop for repair, it 
will have received an allowance for that amount while 
the car is off lines; correct? 

A. I do not know what you mean -~- what you 
mean by: "While the car is off line"? 

Qe While the car is in transportation 
service off the owning line, it develops the necessity 


in the normal circumstances of going into the shop 


after so many miles and times have run out? 
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A, Yes, sir. 

Q. And, so, in the rate they allow for 
that back-shopping when the car returns to the owning 
line? 

A. Well, if you are saying that the rate 
includes a certain percentage of allowance for idle 
time due to repairs and that that in effect is 
charged ~-- the mechanics of it is charged against every 
active day on a little piece each time, well, yes, 


that is exactly the theory of it. 
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Q. Now, Mr. Saunders, the use of Canadian 
Pacific cars in the United States is a function of 
railroad operation and this must be recognized as an 
outcome of the function of transportation, 

A. That is right, 

Q. You are not suggesting to this 
Commission that the Canadian Pacific buys cars so as to 
let them go to the United States and earn per diem, are 
you? You would not do that? 

A. No, I did not realize there was any 
implication of that. I do not know how we got there 
because that is a pretty big leap from what we have been 
talking about. 

Q. I do not think so because in the handling 
of grain at times in western Canada there has been a 
Suggestion that Canadian Pacific should have more cars 
so the quota could be raised and, “What are they buying 
cars for and sending them to the United States". You 
do not know this situation? 

A. Well, I have read a few things about 
the problem. 

Q. You have never heard people saying 
about the C.P. “Why don't you get a bigger boxcar 
fleet so we can get our quota at four instead of three 
bushels per car?" 

A. They say that in the United States too. 

Q. Are they under centralized quotas in 
the United States as well as in Canada? 


A. Not in that way but there is always 
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a pressure on the railroad when harvest time comes around 
and someone has a delay in loading and it is a big hue 
and cry about the inadequacy of the car supply. 

Q. Did you ever have the advantage of 
reading the discussions before the parliamentary 
committee here on boxcar distribution for grain when 
certain people appeared as witnesses three or four years 
ago? 

A. That privilege has been denied me. 

MR. MacKIMMIE: For which I am very grateful. 

MR. SINCLAIR: Q. Now, Mr. Saunders, the 
per diem rate applicable to Canadian Pacific cars while 
being on American roads is also collected by Canadian 
Pacific on the same basis when American cars are on 
Canadian Pacific roads. 

Ae NOG 1817. 

Q. And this I.C.C.A.A.R. combination to 
fix a rate is also a function of the Canadian lines as 
they have to have the per diem rate approved by their 
regulatory tribunal, the B.T.C. Do you know this? 

A. I do not know what you mean by the 
function of the Canadian lines. 

Q. The Canadian lines are interested in 
per diem? 

Du wes SOL. 

Q@. And the rate of per diem 2.88 is 
applicable on cars in Canada just as it is applicable 
on cars in the United States? 
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Q. The point I am making now is that this 
is not something extraneous to the interest of a line 
like Canadian Pacific? 

Aye oiYes prsir. 

Q. I just want to make sure that you 
understand that Canadian Pacific and the regulatory 
tribunal in Canada have the part in fixing the per diem 
rate; it is not something that is imposed on them from 
abroad. 

A. Well, I did not understand they have 
apart in fixing the per diem rate. It seems to me there 
are two separate things going on and they come up with 
the same answer. ings are two rates, one approved by 
the I.C.C. and there may be a rate approved by the Board 
of Transport Commissioners which may et schaiedc 

Q@. And they do coincide, we have agreed. 

A. Yes, I am indicating there are two 
separate things, that is all, that is what I was trying 
to establish. 

Q. At page 55 of your volume 2 you state 
that to the extent that idle days represent storage days: 

"Tt would be more meaningful to relate 

cost of idle car days to the number of car 

loadings rather than the number of active 
car days." 

In Canada,Canadian Pacific has statutory 
obligations which it must meet in relation to this boxcar 
fleet, did you know that. 


A, Well, I only know about the grain 
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features of it, the power of the Wheat Board in seeing 
to it that the grain is moved. 

Q. And of the Board of Transport 
Commissioners having special permission with regard 
to grain cars, that is one point. There is also the 
statutory obligation with respect to traffic generally 
in Canada and -- 

A. I am not sure I understand what you 
mean by that. 

Q. For instance, under our Railway Act, 
Section 315, there is a statutory obligation on Canadian 
Pacific to provide: 

" adequate and suitable accommodation for 

the receiving and loading of all traffic 

offered for carriage upon the railway." 

And further on in the same section: 

"The obligation of the company is to 

furnish adequate and suitable accommodation 

for the carrying and loading and delivering 

of all such traffic." 

Then there is this important additional 
obligation: 

"Without delay and with due care and 

diligence receive, carry and deliver all 

such traffic." 

COMMISSIONER MANN: Always with the little 
proviso that says “According to its power". 

MR. SINCLAIR: Well, “According to its 


power" is another way of saying "In accordance with the 
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financial resources of the company". In other words, 
it does say there that you cannot, because of some 
extraneous situation -- 

COMMISSIONER MANN: Whatever the Board 
has interpreted that to be. 

MR. SINCLAIR: Yes, but are you suggesting 
that Canadian Pacific could say "We do not like having 
such a large fleet of cars because we cannot use them all 
the year around' so, therefore, moving them without 
delay amdue care and diligence would enable us to say 
we have an even flow of traffic throughout the year." 

COMMISSIONER MANN: I am not suggesting 
anything, I merely drew your attention to the "according 
to its power" which is subject to interpretation by the 
Board. 

MR, SINCLAIR: I was hoping we had overlooked 
something that you had in mind that could make it 
necessary that we could say "We are above our quota, we 
have a plan here for moving this traffic". 

COMMISSIONER MANN; Oh, no. 

MR. SINCLAIR: Is it implicit in your 
suggestion that that may be something we should follow 
through. 

COMMISSIONER MANN: You will find out 
about my suggestion in due course. 

MR. SINCLAIR: I was wondering if I might 
not explore this with the witness that if we had an 
overall plan in accordance with the use of cars and we 


muld force people to fit within that plan no matter what 
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effect it had on them, that could reduce the unit cost 
of handling grain. 

A. Is that a question for me? 

Q. Yes. 

A, Well, it sounded as though it may have 
been a little facetious. If everything moved carefully 
and according to a nice package you would probably have 
less cost than you do today. 

Q. The point I have in mind is this, that 
in dealing with practical business problems in the 
transportation industry we are no different than any othe 
industry and that is we should not overlook the fact 
that planning, economic planning has to be kept within 
the realism of people and their wants. 

A, Yes, I refer.to .it.as.far as. car 
travelling is concerned, I call it frictional 
unemployment of freight cars. You have to have a certain 
amount of idle time. 

Q. Iwas very interested in that phrase 
and I think it is a very descriptive one and I will be 
very happy to have that added to our vocabulary. By 
the very nature of commerce in Canada particularly in 
regard to its cereal grain production in the west, cars 
that are needed to move traffic offered to the railways, 
with reasonable delay means a portion of the boxcar fleet 
must be stored for part of the year. 

A. I think I heard you quoting some thing 
from the act and I do not want to be in a position of 


interpreting that legislative description. Generally, 
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leaving aside the principle which I think you did use, 
which I just heard -- 

Q. I will not ask you to interpret the 
Act. 

A. But leaving aside that legal point, 
there is no question that some extra car supply is 
required in order to take care of what I have referred 
to as frictional unemployment. The difference is in 
demand be it day of the week or season of the year. 

Q. And this storage time, Mr. Saunders, 
is a part of the idle car days which must be charged 
to the various segments of traffic over the railway. 

A. Yes, sir, I have so indicated. 

Q. Idle time is also caused when cars 
are in shops for repair and repairing of boxcars is a 
normal and necessary function of a railway transportation 
service. 

AcenYess, sir. 

Q. And idle time of the cars arising from 
shopping for repairs is a cost, you will agree, will 
you, that has to be charged as variable? 

A. Not entirely. 

Q. The idle time arising from shopping 
and repairs. 

A. Well, it is no more variable than 
the thing which caused the repairs, you see. 

Q. Are you suggesting that repairs on the 
cars are in some way constant? 


A. I am suggesting that while we have not 
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That is like saying the railway is variable with traffic 
because you need a railway to handle traffic. I think 
the better form of the question is -- I do not mind you 
asking me the wrong question but from an analytical point 
of view the better form of the question is, to what 
extent will the car supply responm@ to changes in traffic 
You start with a certain amount of car supply then add 
or substract traffic while I add your cost and that 
determines the degree of variability in the car supply. 

Q. I am going to suggest to you that with 
the amount of retirements and mishaps, as we call them 
in the railway, to the boxcar fleet that a commitment 
committee in edn juteei on with the Peer ee forecast 
that the number of cars in the fleet is a very easily 
controlled item. 

Ay “YOR; "Sir: 

Q. And that whatever may be done on some 
railways, I suggest to you from what you have seen in 
the Canadian Pacific and the way the operation takes 
place, I suggest to you there is a variability on boxcars 
with traffic volume. 


A. I am quite satisfied that C.P. is a 


svery efficient railroad, and I have a very high opinion 


of its operating people and its traffic and accounting 
and research people. I consider that this ts one of the 
best managed properties -- 

THE CHAIRMAN: And legal. 

MR. SINCLAIR: Q. They are not people. 


A. I consider them a very well managed 
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property and there is no question about this point of 
having people control expenditures but when you ask 
whether these costs are 100% variable with traffic then 
I have to say I have not studied that point. I am 
merely qualifying your general observation which is in 
the zone of consideration but I just have not really 
studied that point and come to a conclusion on it. 

Q. Now, in the United States cost finding 
procedures idle time is developed as a ratio of active 
time, I suggest. Do you agree? 

A. Well, when you say in the United © 
States you mean in the rail form A procedures -- 

Q. And the cost studies, they use that as 
a base. 

A, Yes sir, that is a correct statement, 

Q. And relating idle time to active time 
_Por moving grain to export positions in western Canada 
was the basic procedure in the method of the Canadian 
Pacific. 

A. Yes sir, it was just pyramided and 
that was our only -- the core of our suggestion. 

Q. What you are suggesting is that you 
do not look to where the 300 day car sample for idle 
days was developed. 

A. No, not entirely. My concern with it 
was partly this matter of definition and the lack of 
linkage between the little sample and the big sample so 
they did not have the same definitions. The other 


objection was that the percentage took a -- by a 
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percentage additive on traffic which already had a very 
large number of days assigned to it, you had, as I 
recall, 27 days on traffic to Vancouver and this in itsel 
has built into it a considerable amount of what I would 
think of as under employed time. Merely adding a 
percentage for general idle time on top of that seemed 

a little harsh with that traffic. 

Q. Well, Mr. Saunders, in this procedure 
that you have suggested of relating idle days to car 
loading, this would eliminate a length of haul factor 
in the idle day ratios? 

| ae <5 Poe p 

Qe Is it your suggestion to this Commissio 
that length of haul factor can be ignored in developing 
these car ratios? 


A, Well, I would not advance that as a 


‘general proposition that simply but it does happen in 


this study due to the nature of car traffic that. yan 

have built in in the nature of the operation a 
considerable number of switching days and those switching 
days are apparently the result of the requirements of 

the export business and apparently a matter of the 
convenience of the railway and the way it advances the 


traffie. 
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Q. And partly the result of other things 
such as the use of cars at terminals, I suggest? 

A. Yes, sir; but all of these things are 
in what you have treated as active days, and I don't 
deny they are active in a specific sense, but if you 
were to compare that with some other traffic, let 
us say a piggy~back shipment making the same haul, or 
possibly a car of steel or some other commodity, where 
there was a different sense of urgency about the 
handling, I think yeu would find that for the same 
haul you would have a considerably smaller number of 
active days and you would be charging under your 
method a very small number of idle days to that 
shipment, and yet, realistically, both shipments ought 
to bear fairly similar burdens of idle time, 

Qo Well, I suggest to you if the Canadian 
Pacific could have its cars in grain service to 
export positions moving as it moves its ears in piggy- 
back service, this would indeed be a happy day, and 
so I suggest to you that because of very particular 
clreumstances. oo 

A. I appreciate that. 

Qe eoo in regard to this grain traffic to 
export positions in western Canada that pertains to 
no other traffic, matters of comparison such as you 
have made of idle time, length of haul, ratios of piggy- 
back traffic, are not meaningful? 

Ae Well, I used it to illustrate the 
fact that under x simple percentage method you tend 


to add a great many days to a car which has already 
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a great number of days assigned to it, and I am not 
sure I would feel that was an equitable distribution 
as compared with other traffic having the same length 
of haul. 

Qe Well, Mr. Saunders, here again the 
traffic pattern of Canadian Pacific and the peaking 
has to be considered, I suggest? 

A. Yes, sir. 

Q. Have you ever done a study where you 
have calculated idle time based on loadings in any 
of your railway cost studies? 

Be At various times, and I think perhaps 
most recently in this very grain case that you have 
asked me about previously. We have tried to make 
a separation of the car costs between what we call 
those chargeable to originating as against those 
ehargeable to terminating traffic. We try to get 
at this sort of question, and we have tried to evaluate 
the burden on the origin line which is to have a car 
supply and to provide a clean, useable, repaired, 
effective car, and we have apportioned a different 
number of days per car, and, as I recall it, it may 
have been as much as seven days difference -- no, 
that can't be right. We have apportioned a larger 
nee to the originating road than to the terminating 
road on a per day basis. 

Qe What I am suggesting to you is that I 
know you have had this problem of origig reads and 
destination roads, particularly in the United States, 


put that is a special problem. My question directed 
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to you is, in developkng the cost of moving a commodity 
had you developed your car days based on a relationship 
of developing idie days in relation to loadings rather 
than in relation to active car days? 

he My answer is that we did ealeulate it 
per car loaded per origination in this illustration, 
I agree it is a special problem, but that is what we 
have here to, 

Qe But that is the way you developed 
your idle days. Is it your submission to this 
Commission that idle days in that study were 
developed by relation to car loadings and not to 
active car days? 

A. It is my recollection we put in this 
allowance for cleaning and repairs and so forth on 
@ per car basis. 

Qe You made a special allowance, are you 
suggesting, to a basic study, or are you saying you 
did not make a relationship of idle out of active 
ear days? 

A. I would have to look at the exhibits to 
see just what we did there, It is some time back, 
and we have done so many things since I would not be 
entirely sure of it. Possibly during the reeess 
I could take a look and refresh my recollection. 

Q. The normal way to develop it is by 
relating idle days as a patio of active days? 

A. Yes sir, there is no question about 
that. I would be happy: to agree that is the customary 


standard way. It is a typical method, but typically 
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you are talking about traffic which is active with 


a turn around time of 12, 13, 14 or 15 days, and 
there is very little distortion that comes from using 
the percentage method. It is the same concept as 
using a percentage for overheads. We do that as 

a matter of convenience, but it doesn't make it 

right in all casés. 

Qe Me, Saunders, I think we have discussed 

previously this general matter, but maybe I could 

', Summarize it this way: in the railway industry costs 
are important, and the determination of costs is 
a matter of interest to many people in the railway 
industry; you would agree? 

A. Yes, sir. 

Qe And while the last step has not bem 
made in the developing ©® costing methods and 
procedures, very substantial advances have been made? 

A. Yes, sir. 

Qe And particularly have these advances 
been marked in the last five years? 

A, Yes, sir. 

Qe It is my suggestion to you that in 
this field the Canadien railways are not bringing 
up the end of the parade of advance? 

A, I think on the contrary it is my 
suggestion to you. 

Qe I will suggest to you that in the 
costing of traffie the Canedian railways have, maybe, 
taught the American costing groups some advances that 


have proved beneficial? 
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A. I think that is stated several times. 


Qe And that the costing work that has 
been done and has been presented to the regulatory 
tribunals and other tribunals in Canada is generally 
deseribed by cost analysts as work of a high order? 


A. Yes, sir. 
-~-- Short recess. 


THE WITNESS: During the recess, Mr. Sinclair, 
I had an opportunity to check that exhibit which I 
offered in the Southern Grain Case and I find that 
we adjusted the switching methods but we did not 
adjust the car days, at origin, and therefore the 
fact is that we did treat the inactive time as a 
percentage of active time. 

THE CHAIRMAN: I think before we proceed, 

Me, Sinclair, we should congratulate Major Lafrance 
for giving us a comfortable place to operate in. 

MR. SINCLAIR: I must say, Mr. Chairman, 
that having spent some time in another place I hope 
we don't have to return there until we finish, and 
I would suggest respectfully to the Commission that 
if it could be arranged we complete the hearings where 
we are now, This is a good place. 

‘THE CHATAMAN: Well, he certainly is 
entitled to credit. 

MR, SINCLAIR: He certainly is. 

Q@. Mr. Saunders, volume I, page 32, "Role 


of Government"? 


A. Yes, sir. 
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Q. The government has played an active 
part in your country in the development of railways, 
Mr. Saunders? 

A, Yes, sir. 

Q. It was the normal role of government in 
the United States to make land grants to railway 
companies in consideration of these companies undertakin 
the obligation of building lines? 

Ee Yes, sir. 

Q. And in some instances, in the United 
States, as a consideration of land grants to certain 
railways, the United States government required the 
railway recipient to undertake to move certain 
traffic at lower than normal rates -- the land grant 
rates? 

A. Yes, sir. 

Qe Because of increasing costs in 
railway transportation, some years ago the government 
found it necessary to forego those special rates -- 
the land grant rates are not now part of the rate 
structure of the United States railways? 

A. That is true, but we still have what 
are called Section 22 rates, 

Q. That is right. 

A. Which are low rates for the government. 

Qe Which are a special rate for the 
government? Would that be a better way of expressing it? 

A, Well, they ere special, but they are 
lower than normal. 


Q. They are lower than normal? 
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A. Yes, sir, 

Qe But they are, you will agree, compensato 
rates? 

A. Well, I just haven't faced that question 
at all. 

COMMISSIONER MANN: They are not put in 
to requite the government for the land grants? 

THE WITKESS: Well, I think they are part 
of that history, and while we ‘don’t have land grant 
rates TRE 

| MR, SIMNGLAIR: Qs. Mr. Saunge es I think 

Commissioner Mann put to you a specific type of rate: 
Section 22 qpotation rates can be applicable to roads 
that have not received land grants? 

A. Oh yes, that is right. 

Qe And these are not tied to land grants? 
They are tied to government business -- section 22? 

A. That is true, but I am merely saying. 
it is part of this history of the position of 
government in the development of the railway industry. 

Q@. Now, on page 34 you quote from Dr. 
Innis, and the diffieulties of the Intercolonial, 
and then you move on to the Canadian Paeifiec, and 
you start the paragraph at page 34 in relation to the 
Canadian | Pacifie with the transitional word "likewise". 
By that transitional word is it your meaning that 
you wish to convey that the Canadian Pacific had 
the disabilities of the Intercolonial that adversely 
affected its financial history? 


A. Not quite that, but that the Canadian 


oa PEP Vn 


= 


es 


Ld | 


» 


=< 


~~. 


|, SORTS ap sat be: 


= 


toy fon 


Ks a 
Tadgarxy 


yp 


oe Pas 


i? welt 


: oa 
‘ 


bs Bi 


beret 


~~ 
‘ 


~ 


‘ eee bs 


LTiaal 16 


ed 


Tire 


, iotiannenne _oanga kite: wo a 


re. 


Hae sie 


oz e'aanas tent 2 


"TO ps we $i oth! 


I terneron 
eg oat sstupen.¢ 
non 


at ey 


=? ¥ 


_tle® ; eRe aye, 


% 


elicdwu bee 


r 


Sid de 


giv ine teeth 


s 

se > & 

t %, x Ag 
j 


ah 


a ee oe 


9 F 
ez aye el BNP ‘ 


sr nnel 


nog hee hen 


cp 


ya ton 


bin 99 
be We 


v vanes : dian 


tk 
va les 


oy 
¥ eo 


ag mI 


ios 
ey f ed 


a ars 


bucw Satie Lar def 2 9 


aid: — ieMiton is 


ANGUS, STONEHOUSE a co.tTo, Saunders, cr-eXe 22198 
’ ARIO (Sin 
elair) 


Pacific was a part of the same set of issues of 
creating the confederation, and it was seen in these 
terms at that time, just as the quotation indicates 
in the previous paragraph: "If the road must be 
regarded as an essential part of confederation, its 
success is measured in terms of the value of 
confederation." 

Q. That is the only comparison? I am 
not testing you minutely on history. I just want to 
make sure that is what you have in mind, that as the 
Intercolonial rose out of Confederation in the 
Maritimes, the Canadian Pacific rose out of 
Confederation withthe joining of British Columbia. 

A, It was a decision on the part of the 
government to do this for a political purpose, 

Q. Would you suggest a deficit may be an 
indication of success in respect of the Canadian 
Pacific as was suggested by Mr. Innis as being 
a measure of success on the Intercolonial? 

A, I don't think I can quite apply it 
that way. I think the comment should be taken, 
though, in its context that deficits may be incurred 
for political purposes in the interests of the national 
welfare. I think that is something this Commission 
should decide, as to whether there are national 
policy considerations in the railway picture, 

Q. Well, I am particularly interested 
in the Canadian Pacific, arc in my discussions with 


you I have to keep that foremost in my mind, Mr, 


Saunders, Did you consider the legislation dealing 
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with the Canadian Pacific railway before the present 


company was established by the contract of October 
21, 1880, which is known as the Canadian Pacific 
Railway Contract and the Canadian Pacific Charter? 
Did you consider the legislation that dealt with the 
role of government in dealing with the undertaking, 
Canada to the Province of British Columbia in 
regard to transportation? 

A. I don't recall any specific legislation 
at the moment, but we certainly looked at the general 
history and the feeling of the people at the time, 
amd that sort of thing. 

Qe Yes. Do you remember looking at 
what is known as 35 Victoria, to an Act Pespecting 
the Canadian Pacific Railway and the inducements 
that were provided under that statute to attempt 
to have entrepreneurs take on the obligations of 
building the Canadian Pacific Railway? 

A. I don't recall it. 

Q. Do you recall the legislation that 
provided for an inducement to entrepreneurs for 
building the Pacific Railway of fifty million acres 
at $30 million? 

Ra I don't recall that, Mr. Simclair. 

Qe The inducements offered to Canadian Pacifi 
under its charter, referred to as 44 Victoria, Chapter 
1, were not of that magnitude, you will agree? 

A, Well, you have referred me to some 
numbers and acts which I am not familiar with, and, 


not knowing the context of it, I don't feel I can 
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really answer that eeu tens 

Q. Well, I want to draw particularly to 
your attention this statement at page 34 in your 
reference to Canadian Pacific where you say, "When 
the shift was made to a private group, the government 
agreed to subsidize the new company with a wift of 
money, land and rsilroad lines already built." Would 
you tell this Commission what gifts you had in mind? 

A. Well, the work done by the government 
at that time was transferred to the new company. I 
am mot sure I recall the figures, the amounts of land 
or value of construction, 

Q. It is the use of the word "gift" I am- 
directing your attention to, Are you suggesting the 
government made a gift to the Canadian Pacific Railway? 
L suggest to you, Mr. Saunéers, that what the 
Camadian Pacific reetived from the government was 
im consideration of the obligations of Canadian | 
Pacific set out in the eontract that is appended to 
4h VWietoria, Chapter 1 and which is dated the 2lst,Octobe 
1880, and it is wromg to describe them as gifts: 
you will agree? 

A, Well, if I have mis-stated it 1 


certainly will correct it, but that is my impression 


from the reading I have done, 
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Q. Have you been reading the Winnipeg 
Free Press? 

A. No, but I have read the specific 
documents in this field. It has been discussed by 
various Royal Commissions. 

Q. Do theyuse the word "gift"? Maybe 
you could give me the reference? 

A. I was about to pay -- what I would 
like to do is to note this point and I would be happy 
‘£0 amend it tO amore appropriate word, if it is not apt.But 
if it is apt, I would like - leave it the way it is. 

Q. But I would like to know very 
specifically what the gifts are; why you say they are 
gifts. 

A. Yes. I would be happy to do that 
Bat ween now and the resumption after the recess. 

Q@. Now, on page 38, Mr. Saunders, you 
adopted the word "tragedy" from the Royal Commission of 
1931 which is known as the Lionel Pooler Duff Commission. 

MR. MacKIMMIE: Ta sorry. 

Mr. Sinclair referred you to page 38, 
suggesting you adopted the word "tragedy" from the 
Duff Commission, Mr. Saunders. 

MR. SINCLAIR: Q. Described the results 
as a tragedy -- and you have adopted that designation 
from the Duff Commission? 

A, Well, I am citing the Duff Commission 
here. I do not know what See et by adopted it. That 


is what they said. 
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Q. Well, you have adopted it to describe 
what follows in regard to the railway position in Canada, 
I take it? 

AS "Yes" Si. 

Q. Now, have you carefully considered the 
Duff Commission report and the appendices to that report 
and particularly the appendice of Dr. Parker? 

A, Which appendix are you referring to 
row? 

Q. The appendice that was written by 
Dr. Parker. 

If you are looking at that book, I think 
you will have to look a long time because it is my 
recollection it is not in that book that you have in your 

hand. 

A. Well, I did not recognize the name as 
an attachment to the appendices here. 

No, I do not believe I know that appendix. 

I am looking here, for the record*s benefitl, 
at this blue covered document eee of the Royal 
Commission to Enquiry into Railways and Transportation in 
Canada, 1931-1932. 

Q. Now, Mr. Saunders, you will agree, 

I take it, that the excess that was described as a 
tragedy by the Duff Commission was the building of the 
Canadian Northern and Grand Trunk of two additional 
Trans-Continental lines, which in the view of the Duff 
Commission was not required; that only one additional 


Trans-Continental line was necessary to have a proper 
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competitive transportation system between the Canadian 
Pacific and other companies, east versus west? 

A. Well, I think the problem of excess 
capacity results from the aggregate of these things and 
not from any particular one or any particular two. 

Q. I am suggesting to you that the Duff 
Commission restricted itself to this extra’ Trans- 
Continental line when they described that as a tragedy, 
and the 5,000 miles that is generally referred to 
arising from the Duff Commission report was an extra 
Trans-Continental line? 

A. Well, that may be so. I do not recall 
anybody saying just how that 5,000 miles was calculated. 
It is not in the report? 

Q. I'm sorry. I said 5,000; it is 4,000 
miles. 

A. I do not recall how the 4,000 miles -- 
I do not recall that the report said how the 4,000 miles 
was calculated. 

Q. Have you ever read -- 

A. But I am saying that as far as I am 
concerned I think it is a broader errr than that, 
than any particular line. It is the total of lines 
shown by my map. 

Q. Yes. But have you been in behRind the 
data and material in the Duff Commission with any degree 
of intensity, Mr. Saunders? 

A. Only to this extent: we were very 


interested in that density analysis that they made -- 
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that ProfessorRobertsmade at that time. We sought to 
get the detail of that from Canadian Pacifie in order to 
see just what definitions were used in separating the 
country by zones, and we found we could not get access 
to that. And that is as far as we were able to go. 

Q, iI Dithink you will find that 
unfortunately a great amount of the data developed by 
the Duff Commission is no longer avaflable anywhere. 

A, “I see, 

Incidentally, I have that reference now 
about the gift. I just happened to come across it as 
I was looking through this Duff report here. On page 
10 of the printed volume, it says: 

"Later a syndicate which afterwards 

developed into the Canadian Pacific Railway 

Company entered into an arrangement with 

the government to construct this Trans- 

Continental line in ten years, from 1880 

to 1890. The agreement provided that the 

country subsidize the company by a gift 
of $25 million dollars, 25 million acres 
of land and of the railway lines already 
constructed with public monies “at a cost 
exceeding $37 million dollars." 

Q. Yes. What you have written is a 
paraphrase of that. Now, that is exactly what I was 
interested in, because you also, from your reading of 
this, have noted that in the report, that the drafters 


of the report were careful to tie that general language 
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into the reference of the contract? 

A. Well, are you suggesting that I was 
wrong to use this language now? 

Q. No, I never suggested that in the first 
place. 

| A. I thought you did, on page -- 

Q. What I am suggesting to you is that 
this Royal Commission, the Duff Royal Commission, made 
specific reference, and they are saying throughout: 

"Notwithstanding the generality of our 

language, look at the contract". 

And they have referred the reader to 44 
Victoria, Chapter I. I was wondering if in the light 
@ that you had looked at 44 Victoria, Chapter I? 

A. No, I have not looked at 44 Victoria, 
Chapter I, but I did say on page 34 when the shift was 
made to a private group, the government agreed to 
subsidize the new group with a gift of money, and so 
forth. 

Q. And I was asking you what those gifts 
were, and you are now suggesting that, as I thought you 
had, you had taken this from the Duff Commission -- that 
is, 25 million acres and railway lines already constructed? 

A. I do -not. know that. I took it from the’ Duff 
Commission, but I am merely saying to you that in the 
course of this other question I found this quotation that 
seems to support this use of language. 

Q, <All right. 


Now, what I am asking you is, is it your 
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view that you can interpret that without looking at the 
contract, 44 Victoria, Chapter I? 

A. I think it speaks for itself, Mr. 
Sinclair. 

Q. What? The Contract? 

A, What I heve said. 

Q. But, Mr. Saunders, you see, the word 
"sift" has certain connotations, and when the report is 
in like that and the Commission says that the Canadian 
Pacific honourably carried its contract, then you must 
look at the contract? 

Be LL TT Ce Boy jeee that there is any 
inconsistency or conflict. The bl also says that 
the country subsidized the company. 

Q. Subsidized is a different word than 
git. 

A. Would you rather I used the word 
subsidized? 

Q. Yes. 

A, All right. I am perfectly willing to 
change that. I did not attach any psychological 
significance to the word. 

Q. It is more than psychology; it is a 
question of fact. | 

Would you also do this? Would you also 
say that subsidies for paid to Canadian Pacific in 
consideration of the obligations undertaken by Canadian 
Pacific? 


A. Oh, I think that would go without 
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saying. I would be happy to say that. 

Q. Thank you. That is all I had in mind. 

Now, at the present time, Mr. Saunders, is 
it your submission to this Commission that the 4,000 miles 
excess lines By eh. to in the Duff Commission Report, 
Which I say arose from the double Trans-Continentals 
in the northern, north of the Canadian Pacific, are now 
excess capacity? 

A, Well, you have put some things into 
that question that prevents me from saying yes or no to 
that. Let us separate for a moment the question of which 

particular 4,000 miles were meant by the Duff Commission. 

Q.. Yes. 

A. And I will then say that is my opinion 
that there are more than 4,000 miles of line which are 
excess. Now, it may be that the Duff Commission had in 
mind certain particular lines. My analysis has gone 
beyond that into the question of Duff total supply of 
railway facilities in Canada. 

Q. But, Mr. Saunders, if you do not mind, 
I think we must, in view of the way you have written 
this part of your submission to this Commission, be 
careful how we do it. 

For instance, on page 40, you say: 

"For example, if we accept the figure 

that some 4,000 miles of unnecessary lines 

were built by the end of the first decade 

of this century, staggering sums are 


involved." 
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Now, those are the 4,000 miles of the 
Duff Commission, I suggest ta yem, in the view of the 
Duff Commission in 1931 were excess in the Trans- 
Continental system? 

A, Well, that is true. The Duff Commissio 
referred to certain lines that it had in mind, whatever 
they were, in 1931, and that produced their figure of 
4,000 miles. 

Q. Well, I am asking you, of those 4,000 
miles on the Trans-Continental over-building in the view 
of the Duff Commission in light of the circumstances in 
1930,which of those 4,000 miles do you say are today 
in excess? 

A. Well, I do not think I can put it down 
mile by mile that way. I think it would be a mistake 
for anyone to stand up or sit down and try to do that 
without the sort of organizational treatment that I 
suggested when I first started here on Monday, because 
it is not something where you look and say a particular 
piece of dine is excess just by some magic. It has to 
be looked at in relation to the other lines that are 
in the territory. 

Q. What you are saying is you must not 
determine that railway mileage is excess by merely 
looking at a map? | 

A. No. I am saying you have to look at 
a map and you have to look at the traffic and the other 
conditions of the railway, but just because the Duff ‘ 


Commission referred to the Inter-Colonial or any 
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particular piece of track does not mean that that 
particular piece of track must be taken out if there are 
other facilities near it or parallel to it. It may be 
that a combination of the two should be partially 
dismantled. 

Q. All I am suggesting to you is that, 
in looking at what is excess, if there is any excess, 
this cannot be done by merely taking a map, drawing in 
railway lines, and saying, "These are close together, 
therefore they are excess". 

A. Not entirely. It cannot be done 
entirely by looking at a map. 

Q. I say at all. 

A. ‘well, we differ there. 

Q. What kind of a map would you think 
would be necessary in your opinion to allow you to use 
it at all? Do you think it would have to show . river 
have to show any - rivers? 

A. If you were going to sit down and 
decide on the particular pieces to be abandoned, you 
would certainly want more than a map and you would 
ied gp want more than the rivers, and yeu would want more 

things to take into account. I did not think it was my 

job here to tell this Commission which particular lines 
should be abandoned. I do feel in the aggregate it is quite 
fair to sathat there is excess capacity in the Canadian 
railway system. 

Q. You did submit to this Commission / ne 
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"dramatically portraying the excess capacity", or words 
of that situation? 

A. Yes. I also referred to them in the 
sense "schematic". I did not consider them to be only 
an engineering situation on each of those lines. 

Q. And, indeed, they are not even up to 
date? 

A, Yes, sir. 

Q. Because they show lines that have been 
abandoned as much as a few years ago. 

COMMISSIONER GOBEIL: May I ask a question? 

Mr, Saunders, did you make a special study 
of lines abehdeaee: . or is that 4,000 miles taken from 
the 1931 Royal Commission? 

THE WITNESS: The 4,000 is taken as an 
illustration from the Duff Commission Report, and I 
merely said if we took their figure, then this is what 
it would cost today. 

COMMISSIONER GOBEIL; But you did not do 
any special study which would show you that maybe there 
is 5,000 or 6,000, or only 3,000? 

THE WITNESS: That is right. Then, 
subsequently we made our analysis of the traffic on the 
Canadian National, and the traffic on the Canadian Pacifi¢. 
We went into the details segment by segment on each of 
the lines to see how much traffic was moving. we: Ybbk 
that analysis and we broke that down by what I call 
"traffic density groups", and we analysed the number of 


miles of track on which there was-wery light density. 
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Now, I am saying in response to Mr. 
Sinclair that we have made that study and we have made 
these maps, and it is in the light of those things that 
I have said that I feel it is more than 4,000 miles 
today which should be eliminated, but that I cannot pick 
out the particular ones to be eliminated without 
considering these factors that I mentioned on Monday: 
the economic problems of the people in that community 
in making a long range plan so that they know they are 
going to be without rail facilities. It is that kind 
of a study that has to be made. 

COMMISSIONER GOBEIL: You say your study 
showed it was more than 4,000. Was yourstudy detailed 
enough to say it is 6,000, 5,000, or 3,000? 

THE WITNESS: I do not feel we have that 
mch information about it, sir. 

COMMISSIONER GOBEIL: Thank you. 

MR. SINCLAIR: Q. Now, the Trans-Continent 
lines that the Duff Commission mileage found were excess 
had nothing to do with the Canadian Pacific Railway plan, 
a8 Seen: to you. 

A. Well, I suggest that my understanding 
of it is different. It may be that I am in error, that 
I see this as a decision that could be made by the 
Duff Commission or by anyone else only in the light of 
the total capacity available between areas, and I read 
from page 11, for example, of this Duff Commission Report, 
that after discussing all the particular lines they do 


not say this line is excess and that one is not. They 


ow Bere Saae back alee a , 


a 


sty decd .SBetdsciaii«e as 5s vests sozaw cn 


- ae seenr inset ee 


f 
na Aes 


ae sidoreg 2 Saori: es s 


yao! ef grt 


. 


wind 4 
> 


“2 of exo) 


: poativen Bes 


5 
, 


=p a¥ 
% we 
¥ 


Tf 


-~ 


ve Sno, jak rahe 
hal? ou A" 1 Wot. hl 


ANGUS, STONEHOUSE & CO. LTD. Saunders, cr.ex. 22212 
TORONTO, ONTARIO (Sinclair) 


say, and I am quoting: 

"Thus, there developed by the authority 

of the parliament of Canada the tragedy 

of three Trans-Continental railways providing 

with branches over 4,000 miles of 

unnecessary lines, when two were all the 
business of Canada required or keuia 
support". 

Now, I think nobody says, "This line sitti 
out there by itself is a good one", and "That is a bad 
one". It is the fact that altogether you have more lines 
than you need, and the Canadian Pacific is part of that 
total picture. I.did not single it out as being good, or 
sik ln the Canadian National out as being bad. It has 
no connotation of perticuler people or particular areas 
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(Sinclair) 
t Q. Well, Mr. Saunders, I think in my 
- submission to you and in my questions to you I am 
3 


going to single out because I feel it is necessary 
to understand it if you will just bear with me. 
At page 39 you go on to say: 
"That as a result of the outbreak of 
World War I the Transcontinental lines 
found themselves in financial straights." 
Now, the historical fact, I think, .will demonstrate 
when you make that-statement surely you must be 
referring to the railways that subsequently went 
bankrupt or became in such straights that ial were 


soon bankrupt and taken over by the Government of 


Canada. You are not referring to Canadian Pacific, 


are you? 

A. I do not understand where you are 
reading. 

Mr, MacKIMMIE: Page 38. 

THE WITNESS: I thought you said page 39. 

MR. SINCLAIR, Q: I think I did and I am 
SOrTy . 


A. Well, I cannot tell you what the 
situation was as to particular roads, 

Q. Well, the Transcontinental lines, I 
am suggestimg to you, the generic term can include the 
C.P.? 

A. Yes, sir, 

Q. I am suggesting to you that when you 
say: 


"As the result of the outbreak of 
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TORONTO, ONTARIO (Sinclair) 
1 World War I, the Transcontinental lines 
2 found themselves in financial straights." 
3 I am suggesting to you that what we are 


talking about here is the financial straights that 
developed into sueh magnitudes that the railways were 
bankrupt or nearly bankrupt -- I do not care which 
phrase you put on it. 

Re Well, I cannot say specifically what 
the situation was at that time. I do see a notation 
here that in 1919 the Duff Commission apparently 
referred to the condition of the uncompleted lines 
and that would not include the Canadian Pacific. 

Q. Now, Mer. Saunders, I suggest to you 
that the Duff Commission report material that is 
available notes the fact with respect to branch line 
construction that there was considerable agitation 
on the part of settlers for more convenient 
transportation arrangements and that they had the 
support in this agitation of the entire business 
community. 

A, I can accept that as being a very 

ealistic description, I think it has happened 
generally in Canada and elsewhere. 

Q- And so when you are looking at 
investment in railway lines in Canada, I am talking 
particularly about Canadian Pacific, in saying what 
should be looked upon and what should be done with 
this investment, the test tc apply as to the investment 
that should be given recognition to any rate making 


or other decisions is as to the prudent investment 
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theory? 

A. That is a big leap from where we were 
@ minute ago. 

Q.- Do not worry if you cannot make those 
leaps. I do not find them big leaps at all because 
this country and its history are rather familiar to 
ME » 

Ae It is not a question of history at 
all, you have taken a leap of logic from fact that 
people in these commumities wanted rail service 
to a regulatory concept cf rate basis which I submit 
has nothing to do with what we are talking about. 

Qo I am not interested in your statements 
as to what they have to do with this. I am asking 
you: in approaching the investment that should be 
recognized in a rallway utility for rate-making 
purposes that the prudent investment theory should be 
api ied. do you agree? 

A. No sir, I do not agree, 

Qo Do you tmow what investment theory 
is applied with respect to the determination of railway 
investment in the United States? 

A. Well, I think that has been an evolutiona 
thing, Mr. Sinclair, If you had asked me that twenty 
years ago I would have given you a different answer 
than today and today my answer is that I am not sure 
that there is a rate base concept applied by the ICC 
in testing whether the rates are reasonable. They 
show certain figures, but I do not believe that the 


desision of whether or not the increased rates are 
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based on some yardstick about 4 per cent or 5 or 6 
per cent of some rate base. 

Qe Mr, Saunders, do not jump to conclusions. 
I said any recognition of a regulatory tribunal on 
investment, that does not necessarily set the rate 
base at all. I suggest to you it can set and is 
used in respect of investment used for movement of 
@ particular segment of traffic . 

A. How do you get the investment into 
the deliberations of the agency unless you vetate it 
to some rate of return or something of that sort? 

Q. I am not here to answer your questions. 

A. I do not know what you are asking me, 

Q. You do not understand my question is 
what you are saying? 

A, That is right. 

Qo Well, my question is simply this: in 
determining what is the investment that must be 
recognized as one requiring servicing in doing a 
cost study, if you are going to look at the investment 
and analyse it you apply the prudent investment 
theory? 

A. Many do that, many people do it and 
they do other things. 

Q. I am suggesting that is the correct 
application, the prudent investment theory? 

A. I do not think it is as simple as that 
that you can say it should cr should not be. It 
depends on the situation.in which you are making the 


study. Most people, for convenienes just use the 
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book figures or some simple yardstick of that sort. 

Q. Do you know that in Canada we have 
had the investment in Canadian Pacific thoroughly 
analysed and adjudicated upon and found by the 
regulatory tribunal. 

A, Yes, sir. 

Q. So that in the United States ride. 
is some problem in regard to what is the investment 
figure in the railroads? 

A. That is right. 

Qe And this affects costing? 

A. Yes, sir. 

Q. But in Canada the investment in 
Canadian Pacific has been thoroughly gone into and 
fixed by the regulatory tribunal? 

A. I can appreciate that and I do not 
question that fact -- they Have done it. 

Qe So, in that regard again in respect 
to costing we have a little solider base to go on 
than you have in the United States? 

A. You have a figure that has been accepted 
by the regulatory board, 

Q. They have made an investigation and 
found it. 

A. We have that in the United States too 
in certain rate making cases that have been determined 
by the ICC. However, people still argue about them 
andwhat they mean but we know what the figure is. 

Q. But in Canada that has been fixed and 


it has not been a matter of argument, to my knowledge, 
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since 1956, Did you know that? 

A, I knew it was done in 1956, I do not 
know if there has been controversy sincs; I have no 
knowledge of that. 

Q. And it is not your suggestion that that 
figure which the Board has recognized after its 
investigations is not a proper figure to be adopted, 
is it? 

A. Well, I am perfectly willing to let 
them adopt whatever figure they want. It is not 
my place to disagree with what they are going to do 
in the rate making procedure, I am merely saying, 
depending on the question you asked, that might not 
be a very useful figure. 

Qe I am suggesting to you that for costing 
purposes you are not going to suggest that the figure 
developed by the Transport Board as to investment 
in rail property, C.P., is wrong? 

A. That is a very broad context of 
legislative history and a great many other things which 
I do not feel I can answer in terms of right or wrong. 
I can tell you instead that it would be my view, if 
I had the problem of deciding what to do about the 
problems of the railWays whieh is the general question 
before this Commission, I would not be bound by 
this investment figure, That is the answer to the 
question. I would want to look béRind that figure. 

Q. Iam not interested 1" your philosphy, 
I am interested in what is your position. The Board 


of Transport Commissioners, after an investigation, 
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determined the net investment in rail enterprise of 


Camadian Pacific Railway Company and found it? 

A. Yes, sir. 

Q. And that investment that they found 
is the basis for investment used in the cost study 
for -the movement of grain before this Commission; 
this you know? 

A. Yes, sir. 

Q. My question to you is: are you 
suggesting to this Commission that that investment 
in Canadian Pacific as determined by the Board should 
not be accepted by this Commission as reliable and 
one that they can rely om for the costing of grain? 

A. I am perfectly willing to accept the 
fact that it may be reliable in measuring what it 
says it measures, My only point is, it is not the 
number that should be used by this Commission in 
deciding what to do about the problem of the railways 
of Canada. | 

Q. Let me put it to you again, I know. 
you are trying to be responsive to my questions and 
I am sure it is all my fault. My question to you 
is this: are you suggesting to this Commission that 
in regard to the costing of grain and the cost 
study peeueen by C.P. and its use of the investment 
as determined by the Board of Transport Commissioners 
that this Commission dhould not rely on that 
investment but they must op2n that question up and 
comsider it? 


My, MacKIMMIE: Mr, Chairman, I just wonder 
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1 if my friend appreciates what he is asking? Unless 
2| Mr. Saunders has had an opportunity of examining 
3] all the data on which the Board of Transport 
Commissioners found that figure then it is embarrassing 
to ask an American consultant if he is guing to say 
the Board of Transport Commissioners was wrong. That 
is, in effect, what is being ksked. If my friend 
ean establish that Mr, Saunders did look into and 
did study the documentation and the submissions made 
to the Board of Transport Commissioners in Pixing 
thet figure, that is one thing . But, there has been 
no foundation of that kind laid at all. I certainly 
do not think it is fair that Mr. Saunders gi ould have 
to say yes or no thet this Commission should except 
holus bolus what the Transport Board has gacd. I 
am not as sensitive as Mr, Saunders is. As far 
as grain is concerned I do not think Shis Commission 
should be bound by anything that in ease judgment 
it does not want to accept.In- blind faith I have 
a great respect for the Transport Board but I ikiaat 
say, in consciencs, that they have never been wrong. 
I say this Commission, as far as my client is 
concerned, in its own judgment if it wants to 
accept something another Board did then that is fine 
but I think it is unfair to ask this witness whether 
or not the Commission should do it. I am objecting 
to that line of questioning. 
THE CHAIRMAN: Whas is the question again? 


MR. SINCIAIN: My question is: is it the 


suggestion of Me, Saunders to this Commissim that the 


wa 


’ 


pan eee yr een ae vad 


| abe dusts si a ae 
ey ; ‘? 


suoqunant 1 brace 


arek 


NPs wut, at 


phe Be enna am Son 


} teem aon 8 
Oy payne 
ro . . 
sO BAe 


ome t 
eh (ibe 


? 
gant 


4 
4 


’ 
, a 
i), ae 


ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-@X. 22221 
TORONTO, ONTARIO (Sin clair) 
w 


net investment rail which the Canadian Pacifie used 
in its costing of the movement of grain to export 
positions should not be accepted by this Commission? 

A. Yes, sir. 

Qe That is your suggestion? 

A. That is my suggestion. 

Q. You do not think the Board did its 
work properly? 

A, I think the Board did its work properly, 
I am sure they did a competent job. On the other 
hand, I have not studied it, but I have no quarrel 
with the Board in setting out to measure what they 
did measure. I say it is an interesting fact and 
one that can be used but it does not have anything 
to do with the national problem which this Commission 
has before it. Tiris Commission does not have to 
say -- I know I sound as though I am saying what 
this Commission hae Ne do and I apologize for that 
but as I see it the question here is whether something 
should be done about the whole structureof the 
railway system in Canada, not aécepting it 
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Q. With due respect, and you have been 
a witness during hundreds of days, I am going to atk you 
to please be responsive. You have made a speech about 
what your philosophy i@ as to what this Commission;should 
be doing. We have heard this before. I am Fe ae 
specifically with respect to the problem that is before 
this Commission, and that is the cost of moving grain, 
and not what you think this Commission might do about 
the general problem of transportation in Canada, but 
specifically with respect to the determination of the 
cost of handling grain. 

MR. MacKIMMIE: Just a minute. Surely the 
record shows he asked and put the question again, and 
the witness says, "Yes, that is what I am saying". He 
answered my friend, and then gives his reason, and then 
my friend challenged him -- "are you saying that the 
Transport Board is wrong?" -- that was the last question. 

MR. SINCLAIR: I suggest I have every 
right to test the witness' views as to what he thinks 
are the methods this Commission can or cannot rely on 
for the costing of grain, and his answer was -- 

MR. MacKIMMIE: He answered that. 

MR. SINCLAIR: His answer was to my 
question, "I do not think they should take it because 
I think that they should get involved in the whole 
question of the national transportatjen policy." I 
say I want him to direct his mind to the determination 
of the cost of moving grain. That is what I am asking 


the witness to turn his mind to. 
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MR. MacKIMMIE: Well, if we are on another 
subject, yes. 

MR. SINCLAIR: We are not on another 
subject. 

MR. MacKIMMIE: You started to scold him, 
Go ahead and ask him a question. 

MR, SINCLAIR: With all due respect, I 
object to my friend saying I am scolding his witness or 
that I can get on with it now. 

THE CHAIRMAN: You are referring to one 
problem, 

MR. SINCLAIR: Of course, I am. 

MR. MacKIMMIE: Now, wait until the questio 
comes. 

MR. SINCLAIR: Q. I will put it again, 
Mr. Saunders: in the determination of the cost of 
moving grain to export positions,is it) your suggestion 
that this Commission in looking at the cost study of 
Canadian Pacific and its use therein of thg determination 
of net Patt investment by the Board cannot accept that 
with confidence? 

A. If you had not put the words "with 
confidence" in there, we might be all right. 

Q@. "Cannot accept that” 

A, Yes sir, I do not believe the 
Commission should accept that. 

Q. Why? 

A. Because I feel that its function here 


is broader than a mere routine cost study, and I feel 
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though this Bdard of Transport Commissioners! figure 

is very good and very accurate for what it sets out to do 
it is not the figure that should be used in a policy 
investigation of this sort. 

Qe Well, Mr. Saunders, the investment in 
the rail enterprise is a necessary component of a cost 
study; correct? te 

A. Fine, yes sir. 

Q. Are you suggesting before this 
Commission can complete their work that they have to 
determine what the investment is for costing grain? 

A, No sir, I am merely suggesting you 
go ahead and make your calculation and look at it and 
see what it says and then ask yourself, "Now that I have 
seen it, what does it mean?", I think this Commission -- 
you are putting me in a position of talking like a 
lawyer, and I am not. 

Q IL certainly do not want to even try 
to put you in that EAM 

A, I am trying to explain how I view 
the distinction between having a number and calculating 
it and saying that it is correct mathematically, and 
then saying, "What does it mean?" It seems to me this 
Commission should be able to look at the number and then 
ask itself how it relates to all of the problems the 
Commission has to fagé, and it does not have to take 
over the job of the Board of Transport Commissioners 
and go into an engineering study or a big twenty year 


investigation of construction cost indexes and that sort 
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of thing and revalue the property, but it can come to 
some general conclusion about whether we have more or 
less investment than we need. 

COMMISSIONER GOBEIL: But you believe if 
we. do what you say that we will not be in agreement with 
the Board of Transport Commissioners, if I understand you 
well? 

THE WITNESS: Well, it is for this reason; 
it is not an suckeae tine question at all, Mr, Commissioner. 
The investment of $1 billion, 400 million that is in the 
C.P.R. study reflects the present total property, and 
all I am saying is that the present total property is 
more property than is really needed. So, I am saying 
that could be Pe dewn in our thinking and in our 
evaluating the cost Pigures. It does not mean the cost 
figures are right or wrong. It means the assumption on 
which they are based does not necessarily have to be 
accepted. 

THE CHAIRMAN: Your approach is that the 
door is wide open as far as we are concerned? 

THE WITNESS: Yes, vo | 

MR. SINCLAIR? @. Mr. Saunéers, my 
question to you is this, that in determining the cost 
of grain the figure you use is the figure of the 
investment in the plartas it exists today? 

A. The figure I used? 

Q. The figure you should use? 

A, You ean go ahead and use that. I have 


nm objection to that. 
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2 Q. None at all? 

3 A, I do it all the time. There is no 

4| quarrel about that, 

5 Q. Then, you have another problem, you 

6| Say, and that is whether there is excess capacity in the 

7| Canadian Pacific? 

8 A, I do not want to limit it to the 

g| Canadian Pacific. It is the total system. 

10 Q. I want to limit 1t to Canadian Pacific, 
11 You say Canadian Pacific has too much railway lines? 

12 A. Yes, air. 

13 Q. How many months,’ days, weeks, whatever 
14] you want to take, have you spent traveliing on Canadian 

1§| Pacific in the last five years? 

16 A. Not very many. 

17 Q. Have you spent any? 

18 A, I have spent some time, but very little. 
19 Q Travelling on Canadian Pacific? 

20 A. Yes, 

1 Q. Between what points, Mr. Saunders? 

22 A. Well, I suppose from Montreal to Ottawa, 
93| and I think from Winnipeg -- I mentioned yesterday it 

24| Was in a sleeper, so I could not see the terrain -- from 
95| Winnipeg to Minneapolis-St. Paul. 

6 Q. So, you have travelled on Canadian 

27| Pacific to Montreal and Ottawa and between Winnipeg and 

99 || Emerson , Manitoba, at night? 

29 A. That is right. 


Q. Notwithstanding that,you are prepared 
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to tell this Commission what lines of Canadian Pacific 
should be abandoned? 

A. No, sir. 

Q. But you are prepared to say there are 
lines which should be abandoned? 

Ae (Yes, sir, 

Q. Have you had an oppaftunity of 
considering the submission. made to this Commission made 
Mr. Emerson? 

A. Ys, sir. 

Q, And you have read what his view is as 
to lines of Canadian Pacific, east-west, that are in the 
abandonment class ? 

A, Yes; sir. I cannot think of a more 
direct head-on clash of opinion. 

Q. Well, I am very glad to hear that. 

In other words, you disagree with le, Emerson. 

MR. MackKIMMIEs Head-on, he said. 

MR. SINCLAIR: @Q. Well, that is fine. 
That is a good, clean way of putting it. 

A, I wonder if I could explain it so you 
do not misunderstand me, 

Q. Oh, I can understand a head-on collision 
very well, I know exactly what that means. 

THE CHAIRMAN: That is plain English. 

MR, SINCLAIR: Yes. | 

COMMISSIONER ANS¢OMB: Mr. Sinclair, could 
I interrupt there, I would like this witness to explain 


what he means by "head-on collision" when, as an economist 
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he is talking about a head-on collision with a man who 
runs 15,000 milds of railway. 

THE WITNESS: Yes, sir. 

COMMISSIONER ANSCOMB: I think you owe it 
to this Commi detent to say what you mean by that. It is 
a pretty drastic expression. 

MR. SINCLAIR: I was going to cover what 
I thought of it in summation. 

COMMISSIONER ANSCOMB: Well, I would like 
to hear his explanation now. 

THE WITNESS: I did feel it was an 
important point of difference, and I found it very 
disturbing when I read Mr. Emerson's testimony. We said 
that the Duff Commission had come to certain Uialevnavais 
about a great number of light density lines 

COMMISSIONER ANSCOMB;: That is thirty years 
AZO. 

THE WITNESS: Yes, and they had made 
certain studies and showed the density of traffic in 
the various sections, and added them up and came up 
with some very interesting numbers, and I imagine those 
figures are based on 1920 or 1930 operations. 

MR, SINCLAIR; Q. 1930, I think. 

A, Well, I am not sure it is clear -- 
the period or the date. But, in any event, it is a long 
time ago -- thirty years ago. Mr. Emerson then came 
along and said, "That does not mean very much because 
it was thirty years ago, and our total traffic has more 


than doubled since then, so we can throw that comment 
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away as irrelevant, childish and interesting, but not 
very helpful." I say that is a very unfair and misleading 
interpretation of the facts in this record, because we 
went into Canadian National's 1959 figures -- 

MR, SINCLAIR: I just want to hear what 
you said. You said Mr. Emerson*stestimony was very 


misleading, did you? 


--- THE REPORTER (Reads): "... A very unfair 
| and misleading interpretation of the. facts 
in this record... 

MR. SINCLAIR: Q . Mr. Emerson's evidence 
was a very unfair and misleading interpretation of the 
facts? 

A. In this record. Now, we studied the 
1959 records of the Canadian National and we studied the 
most recently available figures we could get from the 
Canadian National which they had to work with a: 
management, and those were the 1954 figures, and I think 
they are good enough to test the difference between 1930 
conditions and current conditions in a general way, and 
I am satisfied at least that any distortion in that is 
not going to explain the end result of this. When we 
did that we found that the distribution of those light 
énsity lines which the Duff Commission found in 1930 was 
very, very similar to the distribution of those light 
density lines in 1954 and 1959 and, in fact, that there 
were at least as many andpossibly more light density lines 


on the Canadian Pacific today as there were a generation 


ago. So, I say that the mere fact that total traffic has 
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gone up in that period is really an irrelevancy. In the 
analysis of the figures you will find these light density 
lines are still as they were then, and, as you might 
expect, the increase in traffic on the system as a whole 
has tended to fall on the main lines. I submit that is 
a very important fact, and as far as I can see it is an 
utterly incontrovertible fact, in anything Mr. Emerson 
put in, and merely dismissing the problem of light 
density lines by saying total traffic has gone up is to 
kave it in a very obscure situation, and that is why I 
say there is a head-on collision, because his language 

is very strong to the effect there is no such thing, and 
I say there is, and I say it only because we have figures 
that show it. 

Q. And he misled this Commission with his 
testimony because of his knowledge of the situation? 

A. Bis testimony did not deal with the 
facts we offered on this point. 

Q. I suggest to you his testiHoeny dealt 
with the Canadian Pacific Railway plant as it exists 
and serves Canada of which he knows intimately? 

A. Yes, but he did not answer the point 
about light density lines. 

Q. I suggest to you, like a number of 
other economists you are mesmerized by figures and you 
have allowed yourself to be drawn into error by saying 
a light density line in and of itself presents a problem? 

A, That is not the question at all, and 


I would like to be very clear about it. The question 
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of fact was whether the situation was different today 
than in 1929 or 1930, and he said that it is different 

as to the number of light density lines, and I say it 

is not different as to the number of light density lines. 
There is a factual disagreement, and he did not challenge 
those facts. 

Q. You are restricting your statements now 
to one part of Mr. Emerson's testimony, where you have got 
the head-on collision, and you think his statement is 
SS tey Lee Would you read to me the specific part that 
you are now putting in issue? 

THE CHAIRMAN: Well, I think we will 


adjourn now, 


--- Luncheon adjournment --- 


> ae 


ob 


2 eenkl ytlensi tight te! tedaten aid od as deel 


won ediemotasa wy Bitte tides ote SOX 0° ee 


Ly 


dg even voy sienw .yromitsed a ‘roan ed. «nM to. preg ¢ 
el dnemedéda ald anid? voy Das .nobetifoo conte 
tans Jisq ofitesge orld om ot bset voy biwow » isnttaah 


Temeal mt eabt da wos 978. 


[liw ow anatdt I ,LfSswW : AMAT AHO, re, ‘a 4 
Wom piwotbs 
;s~™ 


‘ee 


ANGUS, STONEHOUSE & CO. LTD. 22232 
TORONTO, ONTARIO 


--- On resuming at a bik lads 
THE CHAIRMAN: Order, please, 
MR. SINCLAIR, Q: .Mr. Saunders, in regard 

to this question of excess railway on the Canadian 
Pacific that you allege, I wonder if you would agree 
with this: there is always some danger of short-sighted 
economies, Lines which it was once thought prudent 
to abandon Ea since been justified by inereases in 
the volume of traffic; and the growth of population 
has made some measures of cooperation Unnecessary. 
In such questions no judgment can be infallible and 
the best decision is probably that reached by 
experienced rit Wavaettlieneles 
| Aw. No, sir. 

Qs. You woutld not derceiwiitn that? 

A. Not entirely. | 
| MR. SINCLAIR: This is a quotation, Mr. 
Chairman, from page 223 of the Royal Commission report, 
being the first Turgeon Royal Commission. 
I do not think I have any further questions 
of this witness, Mr. Chairman. 
THE CHAIRMAN: Mr. McDonald? 
CROSS-EXAMINATION BY-MR, McDONALD: 
Q. Mr, eke vn it have a few questions 
to clarify some things in your submission. First, 
your volume 1, page 104. You are dealing sh pace 
with the passenger deficits. 
A, Yes, sir. 
Q@. And there you have your Table VIII - 11. 


A. Yes, sir. 
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Q. And you show the revenue for the 
Canadian National at $66.1 million? 

A. Yes, sir. 

Q. Now, you refer to the Canadian National 
official's evidence -- the evidence of Mr, Hart -- 
in volume 111 at page 18418. That shows the revenue 
for 1958 passenger train service to be $95,212,000.00. 

Now, thee is a difference there of over 
$29 million between your figure andthe evidence which 
is in; and I am suggesting ‘ie you that you probably 
left out the Express revenue shown in accounts 160, 
161 and 162? | 

A, I am sure the difference is in the 
treatment of Express, 

Q. Yes. 

A. And I think it is a matter of our 
having treated express in the subsequent chapter, but 
I will want to check that Rind be sure. We are aware 
of this accounting matter. 

Q. I think another thing that might 
explain your difference there, Mr, Saunders, is that 
in the United States the express is handled by the 
railway express ageney; correct? 

A. Yes, sir. 

Q. And on the Canadian National it is 
handled as a department of the company, not by a 
separate corporation? 

A. Yes, sir. 

@. And in the Canadian Wational statements 


they credited all express revenues and they deducted 
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all expenses? 

A. Yes, sir. 

Q. So that accounts for the difference? 
In other words, you did not take into consideration 
the revenues in accounts160, 161, and 162? 

A, Well, I will simplify that by saying 
that we certainly did not include those accounts in 
our revenues. We did not include those in our 
revenues. I believe you will find, however, that we 
also did not include the expenses of the express 
operation, 

Qe Yes, but in the Canadian National, in 
the evidence of the Canadian National for whieh I have 
given you the reference, those revenues were included 
and the expenses were also included? 

A. Yes, I think, as I said earlier, the 
difference is -- in order to reconcile our treatment 
with the treatment of Canadian National you would 
have to combine what we did in the passenger service 
chapter with what we did in the small shipments 
chapter where we dealt with express as a separate 
category. 

Q. You know express is carried on pabsenger 
trains and sometimes there are three, four, five or 
six express cars on a passenger train .and the 
Canadian National dealt with CLS as passenger train 
service, which includes express and mail? 

A. Well, I do not think there is any 
problem about this, except a matter of mechanics. 


At least I hope not. When we dealt with it we, in our 
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thinking, distinguished the train function from 
the terminal handling function. 

Now, the train function -- the functions 
that are dealt with in the operation of passenger 

trains -- are covered in chapter 8, And the terminal 
function -- the running of the trucks hint de the 
pickup and the delivery and the platform work -- they | 
are functions we felt could best be handled in the 
subsequent chapter of small shipments. If you put 
the two together, we have, I suppose, the same sort 
of figure that you would develop if you were making 
the same study. It is a matter ofadentine with it 
in two chunks because passenger trains were being 
studied in chapter 8. 

Q. Now, dealing with your volume 2 I 
think a number of points I have to cover have already 
been covered by Mr. Sinelair, and I do not want to 
toush upon those, 

Now, you have already told Mr, Sinclair 
that costs developed 4n the United States are used 
as the basis of rate making? Costs developed by 
the railroads, by the ICC? 

A, When you say "costs", there are all 
sorts of costs. I take it you mean many railroads 
use rail form A itself? 

Qe Yes. 

A. Yes, sir, that is true, 

Q. And you touched on this: that the studies 


§ 


“made by the Canadien railroads in this case are 


satisfactory for the purposes they were used for? 
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A. I do not think I said that. I think 
I said that I considered the technique used by the 
Canadian lines to be superior to those used in the 
rail form A treatment. 

Qo Yes, And, then, will you follow one 
step further and say they are satisfactory for the 
purpose Gages: 

A. No, sir, I do not feel that they are 
satisfactory for the purpose here, But when I 
say that, I do want 50 declare and not be misunderstood 


the significance of that comment. I am not 


particularly challenging the accuracy of the figures. 
I am challenging more the conceptual basis of the 
study and their. applicability to the work of a 
Royal Commission. 

Qe The conceptual changes you mentioned 
have not been in use in the United States? 

A, Well, they would not normally come into 
use in any regulatory agency which has a historical 
statutory basis of operation. ee points that 
I am dealing with are matters of policy which might, 
in effect, lead to new legislation, conceivably. 

Qo The point >I was dealing with is that 
these concenvtual changes you suggest have not been 
adopted in the United States? 

A, Nobody has had a Royal Commission there, 
either. 

Qe But they have done a considerable 
amount of costing of different traffics? 


A, Well, as I mentioned in my preliminary 
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assessment and in the opening of volume 2, there 

are different costs for aterhent purposes: actual 
costs or standard costs. And, customarily, we do 
look at actual costs; we take the expenses and 
separate them over the traffic that was handled, and 
we get a certain answer, and its meaning and value 
for that purpose. | 

Q. Getting back to this one point. These 
conceptual changes that you suggest in these studies 
have never been adopted in cost studies before the 
ICc? 

A. I would not go quite that far, without 
specifying some of these points. 

Q. Have they been adopted -- and tell me 
in what piece they were used? 

A. For example, this concept of standard 
costs, or the use of a eapacity eoncept, is one 
that we have used, Me, Sinclair asked me about 
it in connection with this Seatrain matter, As 
amatter of fact, now that I think about it we 
did something like that in a divisions case, going 
back a few years, around 1949, I believe it was, 
whepe we were in a study of railroad divisions 
between official territory in the south, 

Q. Yes? 

A. And in that connection I have suggested 
to them that because of this problem of utilization 
of plant being different is: different areas that the 
treatment of constant costs would be better handled 


on a capacity ton to ton mile method rather than just 
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taking the traffic that happened to move in the 
particular period of the study. 

Q. Yes? 

A, So that the question is very broad, 
as you can appreciate, and there are different facets 
to it. I would certainly agree with you that in 
conventional costing these issues do not come up and 
are therefore not @ part of the ordinary decision- 
making process. 

Q. Therefore, these concepts are not 
applied; in other words? 

A. That is right. 

Q. And in volume 2, page 6, you refer there 
to the added traffic theory? 

A. Yes, sir. 

Q@.. Does the added traffic theory give 
very short termed costs? 

A. Yes, sir. 

Qe And do yow agree with me that you could 
mot use this theory in costing statutory grain for 
movement to export positions? 

A, I would not think it would be helpful 
in this context for purposes of this Commission, 

Qo Then, on page 9 of volume 2 the 
=stetement is made: 

"In doing so, we must always bear in 
mind that the further away we get from the 
direct and short run cost components 
and the more we get into the long range 


cost problem, the greater the uncertainty 
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and the more we must rely on the en 

the arbitrary factor, and general statistical 

techniques." 

Are direct costs used in long run eosting? 

A, I am not quite sure I understand 
what you mea. IL think the answer is yes, direct 
costs are part of the total cost that we use, Yes. 

Q. And direct costs, such as fuel; that 
is used in short term costing, and it is also used 
in long term costing? 

A, That is right. Yes, sir. 

Q. Then, om volume 2, page 14, you state: 

"The need to control costs, ag a 
means of protecting net revenue is 
desperately urgent..." 

Are you aware that on the Canadian National 
cost control in the transportation field has been 
in use for several years? 

A. Well, I suppose we would have to 
define our terms 2a little bit. All railroads, as 
all companies, I think, do use cost controls. It is 
amatter of the degree and the nature of the 
refinements that are exercised and the techniques 
that we are talking about here are still, as I said 
im my statement, in their infancy, and I do not know 
whether -- I am just not in a position to say that 
the Canadian National has waiiad beyond the infancy 
point in this regard. 


I do not mean that critically, but it is 


just that these are new and important techniques and 
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they have to be tried out and lived with before you 
are really sure of what you have. And I am sure 
thatthe operating officials of the Canadian National 
feel the same way. 

Q. - Well now, you refer to prorating. 
Would you define prorating as you have used it in 
this quotation on page 16. You refer to it again 
at page 16: '"Prorating of joint costs", 
o > A. _Prorating, I would say, means spreading 
costs on the basis of some external factor rather 
than on the basis of direct knowledge of the slot 
in which the expenses ought to go. 

Qe Do you think that the yge of multiple 
regression techniques is prorating? 

A, That is a very good question, That is 
a very difficult question, I do not think I ever 
really thought cf it quite that way. I would be 
inelined to say that regression is something in 
between. It is not really prorating, and yet it is 
not really costing, either, because you have to do 
a number of things to data. You cannot take the 
data just as it is. I would say it was somewhere in 
petween, It is not prorating and it is not direct 
costing. 

Q. Then, on page 19, line 6, you refer 
there 

"We found that sections treated as 
wholly chargeable to grain were actually 


being curtailed while grain traffic is 


still moving." 


o< "ae ROARS : 
ek nal pees 
er eeu ome iw Se 
(orotia® biebtinead of ts. abi oa 
Ten 


ie 


cee ' | 

yarverorg of teTer sae ies Kiet ri 
eae Pay 

2werl VOY. aS titan outed 20 

un Ot Sag ft stp A 


a 


inttob Ye sptdevort! DLs 


2 +fv0w Lo yomtdeetort | es 
4 ; ‘ 


, ~ = a wwe a ‘ie ? 
i; radius SOR... FO eles add o6 


~ 


ay 


pale, We tae abs a 
“al ofan , “i | 


6 0 ‘edicon 


gar ley 8 oats Hrivo') 


ie We ‘4! 7 
vie | a read 
ee Wy eC Or « 


ANGUS. STONEHOUSE & co.LTo. Saunders, cr-es,. | 22241 


TORONTO, ONTARIO (McDonald) 
i Where did you find this on the Canadian 

: National? 

3 A, We -- incidentally, I would like to 
4 fix that language a little bit there, as long as 

5 we are on that point, béfore I answer your question. 
6 


The language is not perhaps as sharp as 


7 it might have been, If we make that read: 

8 "We found that tracks treated as 
wholly chargeable to grain were actually 
being taken up while grain traffic is 

il still moving", 


12 I think that would read a little better. 
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Now, what we did in developing this observation was to 
write to our people in the field, that is the people in | 
the grain trade with a list of solely related facilities. 
I believe that was limited to the Canadian Pacific. I 
think the list was strictly something we got from Mr. 
Stenason and, therefore, thekr comments would necessarily 
be limited to that. —— was not any Canadian National 
in this particular study. 

Q. I did not think so. Then, on page 19, 
at line 13, you state: 

fen costs which normally would be 

assigned to passenger service are 

automatically kept in the freight colum 
and charged against any freight traffic 
being studied." | 

Now, insofar as the Canadian National is 
coneerned can you name some af those costs to which you 

refer? 

A, The only one that comes to mind off 
hand, since I am not as intimately familiar with the 
details of Mr. Bandine*s study as I am with that of Mr. 
Stenason, is the handling of constant costs which are 
prorated only over freight services rather than over all 
service. I was suggesting here that that situation is 
one which supports that assumption in that a determinatio 
of whether it is proper to do that but merely with the 
assumption that passenger cannot bear it, therefore, 
there is no point in assigning it the way you ditte reri.se 
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Q. Phat follows the decision that the 
passenger is treated as an incremental service. 

A, That is right, which is a non-cost 
decision. 

Q. Then, on pages 32 and 33 you are 
dealing with switching miles variables there and do you 
agree that switching trackage -- you will agree with me 
that this is required for switching, certain tracks or 
extra tracks are required for switching just to make the 
Switching trackage. 

A. I think so. 

Q. And would you agree that the maintenance 
of that trackage is also required for your switching? 

A, The maintenance of the tracks is 
required for the switching. 

Q. Yes, the money for the switching tracks 
is also required in order to carry out the switching. 

A. In part that is true except there is 
a constant element that is not a function of the 
switching itself. It is a puzzling question and maybe 
I do not get what you mean. Is there more to it than I 
have indicated? 

MR. McDONALD: No, it is all right, it 
fell into line. Thank you very much. Mr. Sinclair 
covered the subject very fully and I do not want to 
go over the ground twice. 

MR, MacKIMMIE: Would it be preferable if 
I do the re-examination preceding Mr. Gobeil? 


THE CHAIRMAN: No, afterwards. 
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BY COMMISSIONER GOBEIL: 


Q. Mr. Saunders, I have only a couple of 


questions. Yesterday morning at the opening of the 


hearings you, 


at the request of Mr. Sinclair, summarized 


ca 


the main point of your report and you said there that 


you thought of the government central agency which I 


find on page 21014, line 16. 


restricted to 


A, Yes, sir. 

Q. You say: 

"I suggest there could be one at some 
central place at the Federal level which 
would have the job of assessing and 
evaluating total transportation needs for 
all of Canada". 

A, Yes, sir, 

Q. So it means you see such an agency not 
railway transportation. 

Aen. X08, e827. 

Q. All means of transportation? 


A. This would be strictly in the budgetary 


field, evaluating budgetary proposals and what the effect 


would be on government. 


policy group? 


Q. You say a government transportation 


A. Yes. 
Q. Policy does not include only budgetary? 


A. No, but I am trying to distinguish it 


from the regulatory work of the Board of Transport 


Commissioners 


which is a very static function. I did not 
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2 feel this belonged under the Board. 

3 Q. But it would be an aketoy which would 
have regulatory power as far as the budget is concerned 
or would it be advisory? 

A. It would have! to be an advisory group 
responsible for making studies on the need of the 
country for transportation and how much has been spent 
on airways, for instance, and what the effeet will be 
on further expenditues on airways and airports as 
against highways and waterways so as to be sure that 
the money gets spent in the right place at the right 
time in terms of economic need. 

Q. On the following page, at line 14, you 
says 

"I believe what is caWléd for is a 

separate agency to be given the 

responsibility for drafting and putting 
into effect a long range plan for 
rationalizing the Canadian railways." 

I was wondering about this agency, whether 
it would be mainly railway activities because you 
specify there railways. Would they do the same thing 
for other forms of transportation? 

A. No sir, I do not see it that way at 
all. It seemed to me that this separate agency should 
have a very special job working out this problem which 
is peculiarly a problem of handling rail traffic in the 
most efficient way. It has not anything to do with 


competition with other forms of transportation, it is 
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strictly as between the principle railways. 

Q. The only other point, Mr. Saunders, 
and I hesitate to ask it,is on the cost of money. Unlike 
my colleague to my right I do not know too much about it 

andI could not get it clear although your discussion 
with Mr. Sinclair lasted for quite a while yesterday. 

I was just looking at it a few minutes ago and what I 
had in mind is, for instance, starting at page 22158 and 
up to 22161 -- at the last page I mention you refer to, 
after this long discussion with Mr. Sinclair he seemed 
to be inclined to think that you agreed with this 63 % 
when he asked you: | 

"You are not disputing, I take it, that 

the cost of money to Canadian Pacific is 

2h net?" 

After a full page of transcript this part 
was not clear to me and your answer does not make it 
clear to me where you say: 

"No, I am saying that witness Smith --" 

But you did not say what is the cost of 
money that you suggest in those three so well packed 
pages, as you say. Is it 434? 

A. Well, my point there is that you must 
define the kind of cost of money you want and I am saying 
that if we accept the idea that Ho, Meith nad nhioh An the 
you have to consider all of the investments that is now 
there and then ask how much money I have to make with 
each part of it then it is 63%. I do not question that 


and I am perfectly willing to accept that as cost of 
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money under that assumption. Now, where I differ from 
that, I do not feel it was cay sea or proper or 
meaningful to this Commission if the Commission has to 
bind itself to that kind of a question. I do not think 
it is necessary for the Commission to say "There must be 
a return measured by cost of money on the whole, property" 
I just do not think that is a proper question. 

I can put it, perhaps another way. 

Q. I am simply asking you, you do not 
suggest any figure to this eile edeads so as to enlighten 
us, you simply say it is not necessarily 63%? 

As» Yea, 

Q.. But you do not make any -- 

A. My point is it is not 64% of the 
investment, I would suggest. We did not get a chance 
to complete this yesterday when I asked Mr. Sinclair 
if he was not going to refer to my article in Railway 
Age on this subject some years ago. We just never got 
back to clarifying the point. However, the answer to 
your question is that I do not think it is a matter of 
figuring a percentage on a rate base. I think that is 
an interesting number but not the one to look for. My 
recommendation is that the railways should say "Here is 
our long range capital program, we have these plans, 
these are the things we want to do and it will take so 
many millions of dollars or new capital from earnings or 
from new borrowings or selling of stock. It will take 
us so many dollars a year to do this job. Now, when we 


haw done this job we will have a good thing for the 
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people of Canada because we will have reduced our 
operating costs, we will have improved our efficiency, 
we will have a better railway system." Therefore, what 
is really needed from the standpoint of policy, from the 
standpoint of making a decision on what should be done 
is a concept of how many dollars are needed whether it is 
$20 million dollars a year or $80 million dollars a year. 
That is the number that ought to be looked for. Once you 
have that number -- let us say it is $50 million dollars 
a year or some figure that 1s in their minds as management 
of what they feel the railway system ought to be doing. 
Always that figure is in your mind. You can take that 
figure and divide it by $1 billion, 400 million dollars 
and get any figure but as a practical matter nobody really 
cares what percent it is on a certain base figure. We 
are all interested in what the capital investment program 
is. What I am suggesting is that that number has not been 
told to you, I do not know what it is but I think that it 
ought to be told to you. It also ought to be told to 
you what the effect of that number is. When you have that 
vib ex you will see what the benefits are that will come 
from it and the economies and all the improvements in 
service and so on and so forth. That is what I am after, 
a completely different approach to this. 

Q. But could you give us that number and, 
if so, why do you not give it. 

A. Well, I cannot give you the figure 
because I do not know what the plans and programs of the 


rai lways are. 
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MR. SINCLAIR: Take the last five years 
of the Canadian National Railways. 

THE WITNESS: That is the plans and 
programs -- 

MR, SINCLAIR: | Extrapolate that? 

COMMISSIONER GOBEIL: Q. That was the 
next question I was going to ask after this one. I 
got the impression that you feel that the cost of money 
of the Canadian Pacific, 10.38 was too high on its net 
return earning of 4. something. 

As Jee, Sirs 

Q. And the cost of money of a sound and 
solid organization should be less. | 

A, Yes, 

Q. Well, we have to deal with both 
railways according to what you developed yesterday sO 
what cost of money should we give to the Canadian 
watisnal? It should be a lot different from the 
Canadian Pacific. 

A. Well, their problems are different 
and I think it illustrates why this rate return maybe 
is not very helpful that they are using in their 
studies. I think the cost of money -- well, I do not 
like to see it thought of as cost of money, that is 
sort of a technical term. I think what is really require 
in the case of the Canadian National is a knowledge of 
how many dollars per year are required to improve their 
operation on a long term basis. Now, they may be 


operating at a deficit which means you cannot calculate 
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the rate of return of it but it ought to be able to say 
how mahy dollars a year are needed for capital programs 
and that is the figure you started with. 

Q. I think you said that you admit that 
the cost of money should not take into consideration the 
net earning, that is two different things. That is what 
you said yesterday, is it not? 

A, Well, I am saying that in effect it 
does. When you calculate: ttithey, wayexthay. did it does 
reflect the earnings and if you have poor earnings you 
have a high cost of money. I do not find that a very 
useful number after I calculate it just for that very 
reason. I think I mentioned that we had done this on 
one railroad wueee the requirements would be a 25% 
return because they had a very bad earnings record and 
you would not go out and ask for 25% return. 

Q. You see, Mr. Sinclair asked you 
yesterday: 

"What I said to you, Mr. Saunders, is 

that return earmed and cost of money 

were very different, ' 

A. Well, that certainly is true." 

Further on you say: 

"When we talk about costs we are not 

talking about revenue need." 

You said you could not find the figure, for 
cost of money because you did not know what the plans of 
the C.P.R. was or the C.N.R. and they would be the only 


ones who knew what they had in mind. That is what you 
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told me. 

A, Yes. 

Q. Well, no one in this Commission can 
get an enlightenment from anybody as to the cost of 
money because nobody knows what they have in their head. 

A. No, not entirely. It means that you 
lave room to consider, after you have seen the calculations, 
the numbers written down and all added up very carefully 
and checked and it is all accurate, then you still have 
room to exercise judgment as to how much money should 
be earned by the railway as a whole and what its needs 
may be. In other words, somebody has a right to exercise 
judgment and I believe this Commission has that right. 

Q. And someone else outside of the 
railways, too. 

By Yes. 

Q. I mean, you could have done that too? 

A, Well, I could have done it but I 
would have preferred to have done it in epnsultation 
with the railways as to their long range programs. 

Q. In this thing that Mr. Sinclair spoke 
of where you were examined by a man named Freeman that 
you said you arrived at 6%, did you work with the 6% 
with the railway over there or alone? 

A. No, the 6% is merely a figure that the 
railroads have urged they would like to earn. It is not 
based on its mechanical calculation, it is simply a 
standard they would like to have. 


Q. But you do not see anything wrong with 
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it. 

A. Now As I gay, you can accept any 
standard you want but you have to decide whether that 
is what you want the industry to live with. | 

| Q. Weil, I cannot find the place now but 
I thought you went further when I read it a few minutes 
ago and I thought you said the 6% was not only wrong but 
was perfectly right. 

A. It is merely a standard they urged 
they would like to have and they have the right to urge 
that just the same as C.P. has the right to urge 10%. 

MR. SINCLAIR: That they are not comparable, 
surely, it is net to net. 

THE WITNESS: Well, 64% would be better. 

COMMISSIONER GOBEIL: That is all, thank 


you. 


BY COMMISSIONER ANSCOMB: 

Q. Mr. Saunders, I have no intention of 
asking any questions but I am rather interested in this 
when you use the expression "poor earnings require 
naturally high cost of money". I would agree with that 
in the ordinary commercial field or industrial life of 
bye aaties but you would not say that applies in the case 
of these two railways, would you? | 

A. Well, unfortunately, that is the 
mechanics of the proeedure. 

Q. Let us get away from the mechanics, 


let us get the facts of life. Would you think that is 
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So? 

| ae think it would be wrong to predicate 
it on that particular point. I agree with you 100% it 
is a mistake to determine the cost of money by looking 
at stock prices relative to earnings and decide from that 
what rate of return must be obtained when the company 


you are looking at has a poor earnings record. 
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Q. In this case I gzrec with what you say 
about this poor earnings business. If you have poor 
earnings, you can't borrow? 

A, That is right. It gets to a point 
where you are up to 75 per cent or 100, 

Q. Butvhere you have an amazing situation 
with one railway running at a deficit and another 
one running at a profit, chy the deficit railway 
ean actually borrow money,’ PL sugsest to you, because 
of the circumstances eee tins cheaper than the 
t ee making a profit because it has BF gre power of 
the nation behind it? 

A, That is true. 

Q. And everything they borrow has just 
got the oer of Canada on the baek of it? 

A, That makes it a difficult situation 
as between the two railways, but you raised this 
point, I think, very early in the proceedings, Mr. 
Commissioner, that maybe some pruning is required 
in order to break through this living with a deficit 
and having this very difficult competitive situation 
between the two railways. 

Q. I take it you would agree with me that 
any industry, whether it is railways or anything else, 
has a canes right to expect under a free enterprise 
system an adequate return on its equity capital, 
whether that equity capital came in the first place -- 
and you might define it one way and I might define 
4t another way -- whether this money was subscribed 


by the shareholders or ploughed back earnings into the 
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industry which in the normal way could have been taken 
out by dividends. Now, they are entitled to a proper 
return on that investment, are they not? 

A. I am ee not, sir. This, I think, 
is the key problem we neve’ because these are some 
industries -- and let us not think about regulated 
industries, but people in business. 

Q. Yes. 

A. I think you will agree that there are 
some companies which make a 20 per cent return and 
thrive and prosper and grow very rapidly, and there 
are other companies which make little or no return 
and go out of business. The horse collar industry 
is not with us ace more .~ They ‘could have stood 
on the roof tops and shouted about the right to make 
a 15 per cent return and eharged prices that would 
have given them, theoretically, a 15 per cent return, 
but they would not have got it. The reason for that 
is important -- the reason they would not have got 
it, and the sulphur industry, as Mr. Sinelair said, 
may have got it is that the cireumstanees of te 
demand for the product, the amount of plant it has 
to offer and whether that plant and facilities and 
product are needed by the gmrket place. Our 
problem in the regulated industry is, unfortunately 
for the railways and eters who are regulated, | 
that the plant is there, and we say we have to get 
a return on what we have,put the market doesn't think 


so, The market is saying, "I don't like railways. I 


like trucks and waterways and aeroplanes." Some 
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J philospher said, "I exist, and therefore everything 


2 is supposed to stop." Just because I am here does 

3 not mean I have a right to a return on what I have, 
4 from an economic point of view, I may just t&pppen 

5 to be in the are pusiness. 

6 Q. Well, the answer to that is free them 


7 and let them fight in the competitive world just 
8 the same as everybody else, and then, if they fail, 


9 that is that. 


10 A, There is a lot to be said for that. 

11 Q. But when you control them and keep saying, 
12 "You can't do this, and you can't do the other, and 

13 


you can't have a return", or something else, is that 
14 logical? 

15 A, We are in a very difficult bind 
because of history. 

17 Qe I am not so much interested in history; 
18 that is fifty ee ago and you ought to forgat it 


19 and deal with the situation at the moment. 


20 I have only one other thing I want to ask 
21 you, and only because Mr, Gobeil discussed it with 
22 you, and that was the suggestion of the new Board 

a3 


or new control, Your idea was not a planning 


24 board that would deal at a national level -- that 


25 would deal with all types of transportation? That 
26 was not your view? 

27 A, It would deal with all transportation, 
28 cut it would not be administering transportation. 

29 


That is the point. 


Qe But it would plan everything whether 
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it was a matter of an airline here or less railways, 
or if there is a canal it should be left to the 
canal -- do you mean that type of planning? 

A. Not in terms of the broad administrative 
decisions. I think thas should be left in the hands 
of the people coneerned. I mean from the standpoint 
of total government policy. Do we want to promote 
eiyears’, or a certain amount of waterways, and, 
making that decision in the light of all the transport 
we have in the country, railways included, 

BY COMMISSIONER MANN: 

Qe Me, Saunders, we might as well get 
this board business into one neat little package 
on the record, gad I will ask you about it. I am 
a little unclear as to what you have in mind becwine 
I seem to be trapped here by a contradiction in two 
statements you made at pages 21014 and again at 
21015. 

Your idea, as I understand it, is that 
there should be a board at the federal level which 

is in essence a policy group, and I now quote from 
page 21014; "Such an agency would be extremely 
valuable because it would be in a position to add 
up the total requirements of Canada for all forms 

of transportation, air, water, highway and rail 

and recommend to Parliament the kinds of expenditure 
programs that ought to be made assessed to minimize 
waste in the total transpoctation program of the 


federal government." 


Here you have what in essence is a policy 
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group which recommends to Parliament. We don't want 
to go into the constitutional steps in the Canadian 
context, but on the next page --- 

A, I perhaps have left out a step here. 

Q. Well, this is not the essential part. 
On the next page I find this statement starting at 
line 7: 

"This first group..." (This is the 


one we have just mentioned) " 


oooLS 
rather a policy not a budgetary advisory 
and recommending group but, as I mentioned 
there is this matter of excess capacity." 

A. I am afraid there is something wrong 
with the een there. 

Qe I got a little tangled up there. 

A. I don't know how that could read that 
Way and be meaningful. I would suggest we 
clarify it this way: this first: group is rather 
a policy and a budgetary advisory and recommending 
group. And then you start with a new thought -- 
"But, as I mentioned, there is this matter of 
excess capacity", and that leads to this other 
matter. 

Qe I think we have got them singing in 
unison now. In this first group what you have in 
mind, I suppose -- and tell me if my understanding is 
correct or not -- is some group which assesses the 
overall transportation needs of the country? 

K. Yes. 


Q. In order to assess the transportation 
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needs of the country I suppose they would have to 
be in full knowledge of the economic picture of the 
country; they must have long range forecasts, etc. 
Then, must they not also have tuo detailed 
kmowledge of the costs of the various agencies of 
transportation? If that is not fair, I will go 
on -- 

A. Do you mean by that operating costs -- 
unit costs? 

RQ. Yes, let us put it on unit costs, 

A, In part I think that would be true. 
I would not see it, though, as having any administrative 
responsibility for this. 

Qo nae we are on the recommending levl. 

A. The Board of Transport Commissioners 
would be in very close touch with the sacar of 
the railways, and there is an airways board that would — 
know about matters concerning them, and so fovth. 
They would be each doing their own separate jobs 
and would be experts, but there would be this central 
group which could call on them in making its 
composite story . 

Q. I don't think I have quite got across 
to you what I mean. Supposing there is need for 
a transportation link from A to B and there is no 
transportation there now, but there is a need based 
on the economic forecasts that have been received, 
The policy group, I suppose, would be charged wi%h 
the task of determining what type of transportation 


link should go im -- should it be rail, air or 
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highway. Now, in order to come to an intelligent 
decision on this matter do they not require unit 

costs of the various agencies of tranportation? 

A, Well, that would be true unquestionably, 
and my only reservation was that I don't see such 
an agency as having the day to day responsibility 
for compiling and confirming such figures. That 
should be in the hands of the people more intimately 
coneerned with it rather than a policy group, 

Qe And that requires each of the regulatory 
agencies must have a very strong cost finding section, 
doesn't it? | 

A. Oh, I think that would follow, that 
there should we mre economic analysis unit as a 
minimum in each of the agencies because without that 
each would be operating just as competitively with 
that information as they are without the policy 
group. 

I am a little troubled about something: 
you have suggested something I hadn't anticipated, 
and while I have no objections to it I did want to 
clarify my position in it. I didn't have in mind 
that this agency would step into private decisions. 

| Q. Oh, no, 

A, In other words, if a railway wanted 
to go out and build a line with its own money, just 
like anybody else goes out and builds a'house, or 
anything else, that is that particular company's 
good or bad fortune, However, I saw it more as 


among the government departments to see to it that 
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they were coordinated. 


Qe Yes, I understood it that way. What 
you have in mind is a group which can advise the 
government intelligently on public investment in 
transportation? 

A. Yes, that is exackly the best way to 
put it. 

Qe Your second group is a completely 
different animal. I suppose it is a terminable group? 

A. Yes, it has a specific function. 

Q. And once that function is discharged 
the group ecusee to operate? 

A, That is my thought. 

Q. Just so the record will be clear, that 
is the group which is to be charged with the 
responsibility of drafting and putting into operation 
a long term rationalization program? 

A. Yes sir. 

Qe Can it do that in a complete vacuum? 

In order to evolve a long range program of rationalizatior 
mustn't it be in full possession of the facts concerning 
alternative transportation agencies? Can it operate 

in a vacuum? 

A, It certainly can't operate ina vacuum, 
because it is quite clear that some of the decisions 
to rationalize might be affected by whether there was a 
choice available other than an alternative railway. 
Some of the decisions would be merely a matter of 
substituting one rail line for another. But other 


forms could very well require knowledge as to the 
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availability of highway or other forms of 
transportation, Certainly this agency would by working 
closely with, let us say, the provincial government 
people in connection with highway programs be in 

a position to cast some light on that and would 
certainly have to. 

Qo And similarly your first group, 
whieh is the public investment policy group, would 
come into play here GOO, wouldn't it, because the 
rationalization of a segment of railway plant may 
require the construction of new alternative facilities 
through public money? 

A. I ae not so sure as to the practical 
political reality there, sir. I can't speak with 
any Bense of assurance about Canadian politics, but 
I would personally -- and that is the best I can 
offer -- I would personally hesitate to have this 
federal group called in to evaluate some local 
situation as to whether a twenty mile highway was 
needed or was not. I would be inclined to keep 
them on the overzll policy level. 

Qe. You would find a lot of co-hesitators? 

A. I imagine so. 

Q. There is one other matter, and this 
may be an unanswerable question. I made two notes 
on the same point, Yesterday, I believe it was, 
you said to Mr. Sinclair that further refinements 
are essential in the mitiple regression technique. 
Just a few minutes ago you said to Mr. McDonald 


that the technique is still in its infancy and it has 
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to be lived with until you are sure of what you 
have. I think that is probably a fair representation 
of the two statements you made on that poins. 

A. Pardon mé, they were not quite on 
exactly the same point. My answer to Mr. McDonald 
dealt really with the use of cost controls for 
Management purposes some of which do include 
regression techniques. My answer to Mr, McDonald 
Was on a broader area than the maint&mance discussion. 

Qe Well, perhaps I should keep it to 
what you said to Mr, Sinelair. 

MR. SINCLAIR: Do you have the page number, 
Me, Commissioner Mann? 

COMMISSIONER MANN: Unfortunately I haven't. 
All I have is my note which, having been taken at 
the time, is, I suppose, rather inaccurate, 

Qo Maybe this is am unanswerable question: 
can you tell us anything about what further refinements 
you think are necessary, and can you delineate the 
area in which these refinements may take place, and 
can you give us any estimate of the time involved? 

It is, maybe, unanswerable. If so, we will leave it. 

A. Confining it to the maintenance field 
now? 

Q. Whatever qualification you want to put 
on that. 

A. Well, in the field of maintenance for 
illustration, I had a question put to me yesterday 
which I want to answer before I get through. Mr. 


Sinclair put what seemed like a very complicated 
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thought to me about topography, and that would be 


perhaps a useful iilustration of it. I think men of 
good will could agree that topography must have 
something to do with maintenance, and our information 
thus far is not very eieer cut on it. It is 

fuczy. I think it is an area that would be very 
valuable to develop more information about, buth 
from the standpoint of costing as a rate making 
device and also, from my point of view more important, 
the standpoint of its value as the technique of 
managerial control, because I feel there may be 
tremendous opportunities of economizing if we knew 
more about what caused things to happen. How long 
wild it take to do this? I suppose if we were not 
in this litigous situation, if there is such a tea. 
where we are being cross-examined and so forth, 

and if we were just sitting around @ room as people 
talking about a problem, it may be easier to hit 

on a time-table and a direct solution to this, 

But it is my own feeling it is not that difficult a 
problem, and that the engineers and the statisticians 
on both these railways could very well come up 

with something useful, eonstructive,valuable in a 
year or so and have it really meaningful. Assuming 
we were to start now on such a plan, I would expect 
if I came back here a year from now and discussed it 
with Mr, Bandeen he would have an awful lot to tell 
me about maintenance that wr don’t know today. That 
would be an illustration of the sort of thing I mean. 


You can apply that in the field of switching and 
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maintenance, separation of freight car appraisais, 
for example, by type of car and by distinetion between 
heavy and light repair costs, and why should they 
repair and how do we program them? Work has 
been done in this field; I am not suggesting something 
that is entirely original. It is not. I am talking 
about the emphasis. To try to find that answer 
using statistical and other techniques is a fairly 
new thing, and we are really just scratching the 
surface of that. That is a couple of illustrations. 
COMMISSIONER MANN: Thank you very much 


indeed, Mr. Saunders, 


---short recess, 
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THE CHATRMAN: Order, please, 


RE-EXAMINATION BY MR. MacKIMMIE: 

Q. Mr. Saunders, I just have a couple 
of very general questions, sir. 

The other day, as I appreciated your 
evidence, there may be some indication -- I believe it 
is at page 21062 ¥ that the railways must have light 
density if they are to have long lines. Is that what 
you meant to imply? 

A. No, sir. I did not mean to give that 
impression. 

The answer to that whole discussion is that 

it is the tonnage available to be moved that determines 
the density because as to any particular mile of track 
it is the tons hauled that determines the density. 
Many tons may give a long distance haul which may explain 
why you could have long average hauls, but they wouid not 
have anything to do wt on ehether the density were ‘eat 
heavy. 

Q. Yes. 

Now, in volume 2 -- and I am dealing 
specifically with some of your comments with reference 
to equations 14 and 15, and I would invite you to 
comment on the distinetion between dtaxetods 14 and 15 
on the use of weighting. 

| A. We had some extended discussion 
yesterday with Mr. Sinclair about the method we used 


for weighting the different variables to produce composite 
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results in equation --which led up to equation 14. And 
there was a criticism with which I indicated we had a 
basic disagreement in accordance with advice we had 
received from our experts, and I merely wanted to point 
out in that connection that even if the -- 

MR. SINCLAIR: That is 11 and 12. I 
thought counsel said 14 and 15. 

THE WITNESS: Yes, sir, but the weighting 
concept applies all the way through the final equation: 
the principle of weighting using thepior statistical 
data. And I merely wanted to point out that even if we 
were wrang about the weighting -- and I am satisfied 
that we are not -- but even if we were wrong that would 
not affect the results in equation 15 which do not depend 
on that and which, in effect, confirms generally the 
observations we made previously with the weighting. 

MR, MacKIMMIE: Mr. Chairman, I Seto like 
to have on the record some material that was supplied. 
Perhaps I could read these into the record. 

MR, COOPER: This is information which is: 
supplied in reply to a question which appears in the 
transcript? 

THE WITNESS: Yes, sir. 

THE CHAIRMAN: Which was asked for? 

MR, MacKIMMIE: Yes, it was asked for -- 
one by Mr. Sinclair, and one by Mr. Mann. 

I think counsel understands that the 
letter of Cctober 12 was a letter addressed to Mr. 


Sinclair. On page 16087, my learned friend, Mr. Sinclair 
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asked for the information, which is volume 94, sir. 
The text reads: 
"Mr. Sinclair: So that we may get together, 
do you have the Burlington figures there? 
The Witness: Not handy is the answer. 
Would you like us to supply that, Mr. 
Sinclair? 
"Mr. Sinclair: Yes, I would like to see 
them." 


That is what this is, sir. 


October 17, 1960. 
Mr,'/1I. Ds Sinclair, 
General Counsel, 
Canadian Pacific Railways, 
Montreal, P.Q., Canada. 
Dear Mr. Sinclair: 

The:.following tabylation is submitted 
for your information in response to your 
request of September 26, 1960: 

Traffic Characteristics 
of 


Chicago, Burlingtgn and Quincy Railroad, 
1958. 


(To supplement Table V - 3, Vol. 1, "The 
Problems of the Canadian Railways" for the 
Royal bemnliatane on Transportation) 

1. Miles of Road (average for year ) 8730 


2. Freight Gross Ton-Miles per Mile 
of Road (000) 4208 


3. Freight Train-Miles per Mile of 
Road 1392 
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4, Average Weight of Train (Tons) 3023 


Very truly yours, 


(Sgd) William B. Saunders. 
ec; F.W. Anderson 
A.G@. Cooper 
R.A. MacKimmie 
John Stenason 
And the other was a letter to Mr. Mann 
dated October 17. The text of it reads: 
October 17, 1960.. 
Mr. H.A. Mann, 
Royal Commission on Transprtation, 
Daley Building, 
P70. Box: 1173, 
Ottawa, Ontario, Canada. 
Dear Mr. Mann: 
In response to your request of Septembe 
26, 1960, for miles of road abandoned by 
U.S. railroads since 1920, the aiached 
tabulation is submitted. 


Very truly yours, 


(sgd) William B. Saunders 


-W. Anderson 
-A. Bandeen 
G. Cooper 
-A. MacKimmie 
ohn Stenason. 


Ces 


Now, Mr. Chairman, this is the last public 
appearance of probably Mr. Saunders and myself before 
this Commission, and before leaving I would,on behalf of 
Mr. Saunders and his staff as well as the organizations 


that I represent, like to thank railway counsel and their 
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Mr. Stenason and Mr. Bandeen for the cooperation we have 
had. Admittedly, we may have asked for things, Sif; 

in a form a little bit tough for them and I do not want 
at all to be critical, but I appreciate very much the 
assistance that was given these organizations. While we 
had Ms quarrels, we are completely satisfied with the 
treatment we received. 

I also would like to publicly on the record 
thank the Commission staff and its counsel for the 
assistance that was rendered by them, by Mr. Saunders and 
his associates as well as ins grain organizations. Thank 
you,sir. Those are all the questions di have. 

WHE CHAIRMAN: Well, thank you Mr, Saunders 

THE WITNESS: Thank you, gentlemen. | 

THE CHAIRMAN: We will adjourn until 


Monday morning at 10 a.m, 


~= Adjournment --- 
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ROYAL COMMISSION ON TRANSPORTATION 


roceedings of hearings held 
n the Court Room, Board of 
ransport Commissioners Offices, 


Ottawa, Ontario, on the 16th 


ay of January, 1961. 


COMMISSION 


Cote ee 
Mr, M.A. MacPherson —| Chairman 
My. H, Anscomb Member 
Mr. A.H, Balch Member . 
Mes Ks Gobeil Member 
Me. H.A. Mann Member 
Mr. A. Platt Member 


COMMISSION COUNSEL 


Mr. A.G. Cooper, Q.C. 


Mr.G.S. Cumming 


Mr, F.W. Anderson Secretary 


Major N. Lafrance Assistant Secretary 
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Ottawa, Ontario, 
Monday, January 16th, 1961, 


--- On comitiencing at 10:00 a.m. 


THE CHAIRMAN: Order Please. 

MR. MAURO: Mr. Bi aiesh cece my learned 
friend commences cross-exmination I wanted to record 
something that transpired in the New Year's honour list 
‘an Winnipeg. I. am sorry that I was not here for the 
hearings of the Quebec brief, but the transportation 
problems in Canada were peers that they eo have any 
space available, ‘from a little place such as Winnipeg to 
Ottawa. Therefore, I could not make it. Had I been here 
I certainly would have noted on the record that Her 
Majesty the Queen in the Right of the Province of Manitob 
in the New Year's honour bars honoured one of our group 
here in the person of Mr. Sinclair, the Vice-President 
of the Canadian Pacific Railway. It is said that a 
Queen's counsel is one of Her Majesty's counsel learned 
in the law. On that basis alone, my learned friend would 
qualify, although at times many of us on the other side 
of the argument had questioned the degree of learning in 
a particular subject. It is also said that Her Majesty 
the Queen, having named one of Her counsel, has the 
right to call upon them for assistance in matters in 
which Her Majesty has an interest. As a member of that 
bar, I say that we are honoured to have Mr. Sinclair 
associated with Her, and as a citizen in Manitoba I feel 
satisfied that Her Majesty is going to be well defended 


whenever Mr. Sinclair is called upon to assist. ler. I 
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congratulate him as a fellow member of the Manitoba Bar. 

THE CHAIRMAN: We have already noted it on 
the record that we hive Mr. Sinclair, Q.@., here now. 

MR, FRAWLEY: Mr. Chairman, the record migh 
be Aadbinet bare either because I was not here or f did 
not know about it; it was not, sufficiently published. I 
was not aware at the appropriate time that this great 
honour had come to my learned friend, Mr, Sinclair. ae 
learned about it dine beds and I privately De eainte a 
him, but I certainly would like this record -- particularly 
in which I have taken some small part -- to show that I, 
too, join with my friend Mr. Mauro and offer my 
felicitation to Mr. Sinclair that his home province of 
Manitoba, that he has got a long piece away from since 
he has installed himself in such important places as the 
Canadian Pacific executive offices in the Wintleape station 
-~- but, in any event, it is very nice to. see one's native 
province confer honours in that way, and I very sincerely 
join with everyone in congratulating Mr. Sinclair on this 
honour. 

THE CHATRMAN; I think we should hear from 
Mr. Sinclair. 

MR. SINCLAIR: I wish most sincerely to 
thank my friends Mr. Mauro and Mr. Frawley. I do look 
upon this as a great honour and I am very proud to have 
it. 

THE CHAIRMAN; You realize how sincere it 
is? 


MR. SINCLAIR: I certainly have found that 
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in matters that do not particularly affect their clients 
that they are people whom you can rely on, and in so far 
as the disabilities that my tig eas Mr, Mauro had in not 
being able to arrive here because of no space eine 
available, this is but another indication of the effects 
of obligations and limitations imposed upon transportatio 
agencies in this country. 

| MR. MAURO: I am supporting that. 


I now call Mr. Banks. 
ROBERT L. BANKS, recalled. 


MR, MAURO: I understand, Mr. Banks, that 
you have some comment to make arising out of some of the 
material that is presently before the Commission. 

MR. COOPER: Before Mr. Mauro commences his 
remarks, I have in my hand the report of the Chairman of 
the cost conference on memorandum No. 2 submitted on 
behalf of the government or Manitoba and Alberta by Mr. 
Banks, and I should like this report taken into the 
record in accordance with the ruling of the Commission 
contained in volume No. 80 at page 14070 and succeeding 
pages. Copies of pee Feet setting out the points 
of agreement and disagreement have been furnished by 
my learned friends counsel for Manitoba and Alberta, and 


have also been availaple to the cost experts concerned. 
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Report on Cost Conference on Memorandum # 2 
On Behalf of the Government of Manitoba and Alberta, 


The page references which follow are in the first 
Place to the pages of the memorandum submitted by Mr, 
Banks prior to his appearance before the Commission, 
The second reference which follows is to the transcript 
of the Commission hearings. The line references are the. 
same in each case. 


Points of Agreement ~- The following thanges were agreed: 


aT bere 
p. 19206 
2) p. 34, 


p. 19239,’ lines 1 to 22 
3) p. 19, 
p. 19224, line 21 - substitute "traced to" 
for Sallocated between" 
4) p. 20, 
p. 19225, line 19 - remove “large” 
5). pe 20, 
Pp. 19225, line 20 - remove "deliberately" 
6) vp. 3 
p. 19208, line 19 - the railways object to 
exclusion of milling-in-transit. It was 
agreed however that this point is more 
suitable for argument by counsel than for 


diseussion at tne Cost Conference. 
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7) pod, 
p. 19209, lines 13 to 22 - the comments given 
in point 6 apply. 

Points of Disagreement. 

S) pe 2s 
p. 19207, line 2 

8) p. 20, 
pe. 19225 
p. 34 
p. 19239 - in each of these cases the railway 
find the references to imprecision and to 
arbitrary and fictional opinions of cost 
erosions’ 

9) p. 3; 
p. 19208, lines 1 to 6 - the railway objects 
to the claim that the costs of moving grain t 
export positions have been overstated. 

10) pp. 4 to 7, 
pp. 12910-12 - The Canadian Pacific disagrees 
with the figure for minimum track maintenance 
and the method by which it is determined. 
They believe that a figure $742.52 under- 
estimates the minimum costs and will file 
evidence in support of their contention, 
Evidence on the United States experience 
was filed with the Commission staff and are 
to be examined by the Canadian Pacific 


representatives before return to Mr. Banks. 
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11) 


12) 


14) 


pp. T to a 

pp. 19212-19218 - The fundamental objection 
of Mr. Banks to the Canadian Pacific estimate) 
of car days chargeable to study traffic is 
that the railway has charged all idle days 
(on-line), less 11 per cent of the time which 
the cars spend off-line, against the active 
car-days on-line. The first point at issue 
is the appropriateness of the 11 per cent 
allowance, The second point at issue is the 
extent to which idle days on-line should be 
charged to days off-line, These disagreement 
are similar to those reported under point 50 
of the memorandum on the proceedings of the 
Cost Conference on Volume 2 of the Submission 
to Mr. W.B. Saunders. | 

De Ts 

pe 19212 - line 25 - The Canadian Pacific 
Railway wish to check the figures. 

p. &, 

pe 19213 - line 1 - The Canadian Pacific 
believes that the statement here is misleadin 
Since one number refers to active days and 
the second refers to calendar car days. 

p. .&, , 

Dp. 19213 - line 26 - The Canadian Pacific 
believes that the number 1,470,604 reported 
as Item 4 is not the number which it purports 
to be. Discussion on this point brought 


the Canadian Pacific and Mr. Banks closer to 
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15) 


16) 


17) 


18) 


agreement. Mr. Banks agreed that this 
figure should be changed to 2,391,000. 
Diseussion on the remaining discrepancy has 
been continued by correspondence and the 
final position of the parties has not yet 
been reported. 

p. 10, 

p. 19215 - line 2 - The Canadian Pacific 
argues that it has not departed from 
established practice in that the use of rail 
form A, which is based aaive car days, 
over which all idle time is apportioned, is 
in principle, in the opinion of Canadian 
Pacific, the same method as developing the 
costs on a calendar car basis whan an idle 
allowance is added to the active car days of 
one particular category of traffic. 

Ba jidky 

p. 19216 - line 25 - The Canadian Pacific 
argues that even were they to secept Mr. 
Banks! arguments, which they do not, the 
idle ratio @hould pe 44 per cent not 39.3 
per cent. 

p..12, 


p. 19217 - gtem E - The Canadian Pacific 


n| Bee 
, argues thatthe 23 card eonstitute too small 


a sample to allow one ,to reach a conclusion. 
p. 13, 
p. 19218 - line 2 - The Canadian Paeific wil 


examine the clerical errors which are referr 
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19) 


20) 


21) 


to and will report the results of this 

examination to the Commission staff wean! 

Banks. 

p. 13, 

p. 19218 - line 8 - Canadian Pacific objects 

to the statement that they have over-stated 

the number of car days attributable to grain. 

Poras, 

pe 19219 - line 24 - The Canadian Pacific 

objects to the expression “open to question". 

pe 15; 

pe 19220 - lines 1 - 10: In general, the 

Canadian Pacific supports the estimated 16 

per cent as an estimate of inspection costs 

because they argue that inspection is as _ 
important and is carried out as frequently 
in Canada as in the United States. 

In Particular: 

a The Canadian Pacific argues that the 
method which was used has provided the 
more conservative estimate since the 
cost of inspection has been spread beey 
a large number of cars and has therefore 
reduced the unit costs. 

ii, The Canadign Pacifie recognizes that 
there are fewer Lave seaiges but asserts 
that inspections \take place in any case 
and that therefore the number of 


interchanges is irrelevant. 
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iii, The Canadian Pacific argues that 
although the statement given is true it 
is irrelevant. 

22) Be. 155 
p. 19220 para. (i) - The Canadian Pacific 
believes that the method used has been 
conservative in determining the cost of movi 
grain, 
23) Ps 153 
p. 19220 para.(c) and para. (d) - The 
-Canadian.Pa¢ific objections to these paragraphs 
(a) and (b). | 
24) pp. 16-18 
pp. 19221-23 - The main contention between 
parties concerned is the variability of the 
expense with the traffic. The issue appears 
to hinge upon the length of time with which 
one is dealing in this analysis, specificall 
on the last part of page 16 (19221). The 

Canadian Pacific maintains that if one 

exainines the pattern of car utilization with 

an appropriately long adjustment time that 
there is a high correlation between car 
ownership and traffic and objects to any 
inference that may be drawn that the 
observations indicate an improper use of 
fleet. 

25) pe 17 
p. 19222 - line 17 - Both Canadian Pacific 


and Canadian National argue that the pattern 
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26) 


27) 


28) 


and trend cannot be inferred from the 
information stated, 

pp. 19-22 

pp. 19224-27 - In general, the Canadian 
Pacific disagrees with the point taken that 
it is difficult to assign costs to 
particular services performed, 

p. 19, line 2 

p. 19224 - the C.P. objects to the word 
"major". 

p. 20, line 18 

De 19225 - The C.P, will not agree that any 
segment of the grain movement is run as 
filler for time freights. On the other hand, 
it would not endorse the statement that the 
Canadian Pacific did not move ay ident. 
of the grain traffic on time freights, It 
argues instead that the purpose of running 
grain on time freights has to do with 
general cost problems, and the general 
requirements of the pha pwayts 

This does not appear to disagree with the 
Banks position as found in p. 21 (19226) 
lines 3-11, which appears to be that. by 


following this practi¢e total operating costs 
; aS 


.of the railroad are reduced and’ that there 


is no disadvantage to the grain trade in 
using cars of grain in this fashion but 
that symbol trains run with reduced trailing 


weight in order to achieve schedules and 
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30) 


speeds required to service other traffic, 
and that the additional cost of moving grain 
in symbol trains rather than in "drag", or 
Pull tonnage trains is properly chargeable t 
non-grain traffic, 

pp. 20-22 

Ppp. 19225-27 - The Canadian Pacifie objects 
to the main contention of these pages. _ They 
argue that it is wrong to cost grain as thou 


it moves in maximum tonnage trains or in fac’ 


‘to cost any. category of traffic under 


hypothetical operating conditions. ‘The cost 


of moving a category of traffic<shouid be 


developed on the basis of the operating 


conditions under which the traffic moved, 

in the opinion of the Canadian Pacific. 

On the other hand, the Canadian National 
assumes that all grain moving on the main 
line moves in drag trains but neuen that 
the average weight of drag trains should 

be the actual, not the constructed maximum 
weight, Mr. Banks is willing to accept 

the Canadian National position provided that 
the reductions from maximum tonnage were mad 
beeause of operating conditions such as, for 
example, weather, 

pp. 22-24 

pp. 19227-29 - The Canadian Pacific agrees 
that there are anomalies in the seesads is 


therefore prepared to return to a system 
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31) 


32) 


33) 


average unit cost basis. As decided at the 
conference, new estimates resulting from | 
this decision are to be submitted to the 
Commission staff and to Mr, Banks, 

p. 24 

p. 19229 - Section 8 - It is agreed that the 


apparent discrepancy between the claims paid 


by Canadian Pacific and Canadian National 


results from a difference in the reporting 


-praetice since the Canadian Pacific figure 


includes a charge for administration of 
claims payments and the Canadian National 
does not, The issue remains between Mr, Ban 
and the Canadian Pacific as to whether a 
1958 figure or an average for the three<year 
period 1956-1958 is more appropriate. 

pp. 25-28 | | 

pp. 19230-33 - Canadian Pacific agreed in. 
principle that switching large blocks cf cars 
would have some effect on switching costs, 
and that some revision in the allowance for 
winter switching conditions should be made, 
It was decided that thé Gamedian Pacific 
would re-examine its position in these 
_— and submit a memorandum on winter 
switching and multiple car euts to the 
Commission staff and Mr, Banks. 

p. 28, line 12 

p. 19233 - The Canadian Pacifie objects to 


the words "with equal vigor" and to the 
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contention throughout the section that the 
allocation of this account, traffic in 
general, must be arbitrary. The most 
important difference appears to be that on 
traffic expenses the position of Mr, Banks 
is that grain requires less effort per doll 
of revenue than does traffic eonewiiis: 
The Canadian Pacific maintains that grain 
does require as much work from the Traffic 
Department. 

34) pp. 30-31 
pp. 19235-36 - Canadian Pacific has under 
way a study of the variability. or lack of 
variability of taxes with respect to volume 


of business. When prepared it will be 


submitted to the Commission staff and Mr, 
Banks. In part, this controversy again hinges 
on the hiteen cies gk whieh is considered to ve 
relevant to the study. . 

35) - pp. 32-33 | 
pp. 19237-38 - The railways object to the 
apportionment of constant costs to passenger 
traffic. 

36) p. 35, 
p. 19240 - The Canadian Pacific objects 
that it has sresankcee track miles related 
to grain. This controversy hinges upon the 
degree to which branch lines carry grain, 


as opposéd to other products, The Canadian 


Pacific has agreed to check the accuracy of 
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37) 


38) 


the data presently in the hands of the 
Commission staff and the parties and to re- 
submit the information. 

PD. 36 - Section 2 

p. 19241 - As reported under Point 32, 
Canadian Pacific has re-examined its positio 
with regard to a tenere car cuts and it is 
also examining the effects of station reloads|, 


pp. 37-38, 


» '.PRe 192K a3 # Canadian Pacific argues that 


39) 


40) 


the period of transition has not resulted in 


the overstating of the cost of moving study 


traffic. 

pp. 38-39 

pp. 19243-44.- Mr, Banks objects to the 
treatment of train wages as being 100 per 
cent variable with traffic, The Canadian 
Pacific objects to this and stated chat. 
certain tests had been performed on 
variability of crew wages on local trains 
in support of 100 per cent variability. 
The fundamental issue between the two 
parties hinges very largely on the time 
period considered relevant for the study. 
pp. 39-40 

pp. 19244-45 - The point raised with regard 
to road engine costs involves the same 


principles as are given under Point 39. 
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41) pp. 40 
~ Swe 

p. 19245 - With regard-to future yard costs 
Mr, Banks argues that this is an area in 
which productivity will increase substantially. 
The Canadian Pacific argues that regardless 
of the truth, or lack of truch, in this 
observation it is irrelevant to a study of 
the cost in 1958. 

42) pp. 41-42 
pp. 19245-46 - As this section is a summary, 


the differences over the contents of these 


pages has been discussed above, 
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THE CHAIRMAN: Mr. Mauro? 


MR. -MAUBD: I believe, Mr. Banks, that you 


ky 


have one point of scar amseralat pace there. 
_ THE WIRNESS: er sir, do. 
| AG the cost conference: held in Montreal in 
perenne: the A P.R. asked me whether all the. costs which 
had been Sajieeaa by Manitoba and Alberta had been 


described in the text of my memorandum ‘and I stated that 


to the best of my knowledge and belief they had been. 
In re-checking eva however, I ascertained 
| that there was one adjustment reflected in ueer gases 
which a not dander! Ged-in the text. This adjustment 
relates to a number ee table No. 1, and it had the 
effect of reducing the C.P.R.'s computed costs by 
$8,506.00 and: it pertained to accounts 231/266, the 


4 


maintenance and depreciation of fuel and water stations. 
The variable cost which we show for these expenses is 
$8,506.00 lower than that shown in the C.P.R.'s exhibit 
63 révised, because we have SS isedethe expense to 
reflect the reduction in facilities and water expenses © 
whi ch naturally flowed from the lesser number of yard 


switching miles which we estimated to be attributable 


to grain. 


CROSS-EXAMINATION BY MR. SINCLAIR: 

Q. Mr. Banks, so that I may indicate to 
you what the climate of my discussion with you will be, 
I first intend to deal with some matters that have to do 


with costing generally -- matters that I feel we can 


4 . a nt 7 be vu) 
Boe Janid .matast wt .motied I, par 
: ae ile 

ened notteatt beake. Reg 
“ay oa i's oh 


ht eRe bss es ban 


cid out Ww ot peotan it, hae 


Ed SEA. Bewe Biogen veh Petes ta ned 


F ‘ “ie iz 


Pea 


samy mae cs bouts oma 


Vib wile + or ae, 


iu 


» b ‘iys. aah Geonttee 2 am a te ste maw eu0Hld dads 


s i on 
ae ned siyeeh ‘der east ito. ea 


a, 


it 4 
ch wedi: o. od aptaty i 


onsets! 
ah 

) : whee ge skee deos pee tev 9 mn \ 
Aas 2 aie vag 


ia 


it Ct 2iiacte wis siti vr emol 00\, 208.8 


eS ar éutie | eet ow ouusoed ,bselyer nf 

cn is i 
ml aobvoube: oat tool ty . 
- Ae: i 


Pe Mata Mi] Oho ier s bewal® vi alan ae 


“el See. a RS bow ports pido . 


; ' 


AL Bake hana ¥8 nopeAuIN 
bs ne 

i Steptbet ya 7 tone oe ieee: am 
nM er 
aid oy MLE ssinilin wt Yo, ofan 
‘8 


Oot: eet, Ln tg ene ig ern. 


. - : mn 
BS 


Nex: 
" Ste 


ANGUS, STONEHOUSE &co.LTD. Banks, Cr.@xX. 22288 
TORONTO, ONTARIO (Sinclair) 


agree upon -- and then I intend to move ve your 
caevadane a deal with it pretty well seriatum, I 
will indicate to you before I put the question the area 
of the memorandum about which I am directing it. 

Now, the first part of my examination havin 
to do with the principle of costing is, I would ask you, 
first. you would agree that cost finding in relation to 
ine railways has been Pe os before the turn of 
the ee I Siac the earliest ones made were around 
1897; some paper published in the United States? | 

A. This may be so, Mr. Sinclair. I have 
not seen these 1897 papers to which you refer. | 

THE CHAIRMAN: That was before he was born. 

MR, SINCLAIR: Q. It is a rather historic — 
date in some other anes abe too. In any event, you will 
recall that committees were set up and around the time 
of the first World War a Seated Bese the chairmanship 
of Yaeger cdeveloped variability of costs in maintenance 
of way, and published their findings? 

THE CHAIRMAN: We Seat heard of it. 

MR. SINCLAIR: Q. And their findings were 
published in 1919 based on the cost figures in 1917; do 
you remember that? 

A. -I do not remember the specific dates, 
but I would certainly agree with your general 
description, yes, sir. 

Q. Now, the earlier economists and the 
engineers who did cost analysis of railway operations 


found a low percentage of variabilities. Do you agree 
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with that? 

Ay... Yes; > eir. 

Q. And it has been suggested that this 
low percentage of variability that they found was due 
to the fact that they have looked at cost and ‘traffic 
fluctuations over a relatively sien period of time and 
weetior them fell under Ghat. alluring concept that has 
always tempted railways; namely, additional Swe idieus can 
always be handled for virtualy no additional cost: the 
additional car on the additional train costs almost 
nothing. 

Would you agree with that description? 

It comes from a paper of yours, Mr. Banks. 

A. I am delighted, Mr. Sinclair, that you 
have found my work of sufficient validity to quote from 
LG, 

Q. Well, I certainly have read it. This 
is a full text of the document. 

A, Yess I have a copy here, and perhaps 
if you intend to quote in future, you would just tell me 
the page number. 

Q. Yes, I will, page 33. The work that I 
am referring to is the study feterhea to in the 
qualificationsofMr. Banks. It is the study of cost 
structures and cost finding procedures by Mr. R.L. Banks 
and Associates made for the Department of Commerce and 
Transportation -- I think is the full description -- of 
the United States government, and it was completed, I 


think, in the end of 1959 and submitted? 
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A. That is right, sir. 

MR. FRAWLEY: The thing that Ernest 
Williams was the director of. 

MR. SINCLAIR: I do not know whether that 
it could be described as the thing that Ernest Williams 
was the director of. It was a study for the government 
of the United States in which Mr. Banks participated. He 
was, maybe, the key of the whole gt dys 

MR, FRAWLEY: Well, yes. My angle is not 
too apt, Mr. ican ane I just wanted to be sure that was 
the general thing. : 
| MR, SINCLAIR: Q. You have not changed you 
mind since you TT a that the earlier people with: the P 
Low veriebilitg fell into this error. We will agree that 
low variability erose feds the fact that by looking only 


at the short term you would get this alluring concept 


that an extra car could be put on a train and additional 


business could be handled by the railway for nothing? 

A. I have nee changed my mind. 

Q. Now, your qualifications show that you 
went to Yale; and there we a transportation economist at 
Yale who was well known, and that is Professor Healey -- 
Heatley -- and you poe ae him, | 

| A. Excuse me, sir. May I interrupt. 
Q Yes. 


A. Mr. Healy is very sensitive about the 


Wt? 


‘spelling of his name, and the last "e" should be 


deleted, please. 


Q.. How do you spell it? Heal y? 
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A. That.is the way he spells it, sir. 

Q. Well, then, I guess he would know. 

Then, the way he looked at it was this -- 
and I am going to ask you if you would sae that this 
would be right -- taking 1940, under present conditions. 
of security, most main line railroad facilities and the. 
operation thereon have had a chance to be closely 
adjusted to the. density of traffic handled and the 
adhe odeised therefrom, so that average unit costs 
tend to be nearly uniform over ‘ wider range of density, 
and the cost of handling additional increments of 
business are not likely to. be much below the average 
costs... | | 

That ‘was the view held in the early forties? 

A. Mot quite, sir. | 

tf i understood the way you read it; the 
way you read this quotation, you didunct oalee pp Lt 
completely. And Mr. Healy, who is a careful scholar of 
these matters, was always at pains to qualify what he 
said with the full knowledge that there is more work yet 
to .be done in this field than has yet been accomplished. 
And, consequently, he said; "The implication is Pather | 
peuein es and sO on. 

Q. a or And, so, you say that this is 
the implication, but that he was not sure it was right? 

| A. I do not know whether he ei sure or 

not. I know he wrote it the way you and I have read it 
together. 


Q. Would you disagree with the fact that 
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it was the view generally held at the time of the early 
forties that the maturity of the railroad plant was such 
that average unit costs tended to be nearly uniform over 
a wide range of densities and the costs of handling additional 
increments of business would not likely be much below 
average costs? | 

| A. I would suggest that this was the view 
of Mr. Healy. How widespread the acceptancé was at the 
date you have fixed, I have no knowledge. Lvthink, 
however, that his views have persuaded and convinced a 
great many transportation economists. 

Q. Well then, in 1938, there appeared on 
the costing scene the work of Dr. Ford K. Edwards that he 
did for the California Public Utilities Commissian which 
has been described as a great advance in the application 
of cost finding as SEyee oes to the ae a industry. 
Would you agree with that deseription? 

A. Yes, sir, I would. 

Q. And Dr. Edwards! concept which he 
published in 1938 was applied in 1941 by the I.c.C. staff 
to itsfirst issue of what has become known as the rail 
form "A"; correct ?. 

A, Yes, sir. 

Q. And, subsequently,the I.Cc iC. 

did further work and refinements on rail form "A" to a 
degree and applied what is generally described as an 
overall percentage of variability factor to various 
groups of accounts, “De you agree with that? 


A. This they did after several ‘intermediat 
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stages. during the course of which in at least two cases 
they computedpercentage variable by individual account 
rather than composite account. 

Q. Yes , but +BY dropped the percentage 
variability development by individual account to come 
to an overall percent variability for operating expenses, 
rents and taxes, 80%; for road investment , 50%; and 
equipment investment, 100% ~~ which 1s the basic form 
of rail form "A" since, let us say, 1951 - 1952? 

A, . They ‘did this, ite Brit my view to 
facilitate the administrative process; and, as a result, 
they have since then been engaged from time to time in 
defending their use of these percent variability which 
are certainly susceptible to challenge in various 
situations. 

Q@. Mr. Banks, you would agree that in. the 
costing of transportation industries! traffic it has bee 
recognized for a good many years that short run costs 
Wei cra laaei ons are not meaninful unless you are dealing 
with spot traffic movements that are not going to 
continue. 

‘A, I think what you are expressing, Mr. 
Sinclair, is the commonly accepted view #ffich..rgepresents 
something less than a completely thought-out view of the 
way in which dosts can be use to aid the railways in 
developing their pricing structures and in maintaining and 
improving their competitive positions. 

Q. Are you-suggesting that it is meaningful 


to look at short run costs if you are going to other than 


, +. 
— 
» . 4 


i= on me nal 


ae 


“ah 


ley? 
76)'% 


iv ibis | p Wak 
pints Shae | 
wat Keel ta aneoteq Liwtev ie 4 
‘kOe <oeess bees a 8" 
ne aA 
teeta pecoivent “nea Spe 


Ls 


“i i" ot stant o 


‘ e 
C dl pit Ore" hv 


; a 6¢ tergone 4 


i 


re | “in 
Sf +, bah F mcichabte 


ate tau 


celqmos 8 nase 


onscod aes evaca Ss 


eens eusrtite pike tay anes 


\, y Bi on 
2: eves ‘teqeoe, tks 


ath 


aa goo s. 
adn £18 Om Bs 


ANGUS, STONEHOUSE & CO. LTD. Banks, cr.ex.. 22294 
TORONTO, ONTARIO (Sinclair) 


look at other than spot movement, ‘or one of definitive 
time movement? 

A. What I am suggesting is’ that the use 
of long run variable costs, which I cave certainly 
Tadeo in this volume that you have quoted from, is 
related to the idea that onee established railway rates 
and tariffs continue in eee cy until the publishing 
agent or railroad company chooses to cancel. it. ” 

What I am wiveeee ine le aiat there is, in 
my opinion, room for a considerably greater degree of . 
flexibility as to Heres and times and Bea eae at 
which rates can be applied. I think the railways -- 
at least in the United States, where I eevee Tite. 
knowledge of them have not yet begun to explore and 
investigate all the ways in which their pricing structure 
will eS ee adjust to the new competitive siquations in 


which the railways find thanselves. 
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, iN 
2 Q. My point is this: in cost 


3 determination for the movement of a body of traffic, that 
is a representative volume over time. that does not vary 
too greatly, it would be 2) NO I accent to you, 
to look at short run costs to try Pesce taisia what, would 
be a just enatedaxeaiele level of aueeeek Can. | 

A, Are you referring to Crowsnest grain, 
Mr. Sinclair? 

Q. I will take iron ore from the Mesabi... 
Range to Duluth, if you like, or steel products Paes 
Pittsburg to Chicago or onions from Miehipan to Bdston. 

A, I would agree with your general 
position subject to review in each siuuecion that long — 
term variable cost: is the proper cost. to -be used in 
ferGiue durable traffic movements whose fiw will continu 
into the traffic future throughout the year. 

Q. Now, another point I think we can agree 
on, Mr. Banks, is that the presentation » of a rail cost 
analyst in costing only sets up a theoretical operation 
where studies are not available which have measured.the, 
actual operation. 

A. I think we can agree to this, Mr. 
Sinclair, and I think we can also agree piak abana es 
theoretical models are set up it cannot be concluded 
that the answers are precise. 

Q. For instance, rail form "A" suggests 
that where at atl possible several studies of switching 


should be undertaken rather than the use of averages 


as a determinant by the I.C.C. cost finding statistics: 
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would you agree with that? 

A. I agree with that, yes sir. 

Q. And the reason that this is so is that 
if you use -- if you do not use the special studies that 
it ignores the functional differences among railroad 
yards which are many and varied. 

A. Are you telling me that or asking? 

Q. . Asking; would you agree? 

A. Yes, I agree. 

Q. Now, one of the disabilities of rail 
form "A" in certain of the accounts in particular is that 
it uses aggregates or averages which fail to reflect a 
particular shabaotesksenerse the traffic being studied 
or the railway being studied. 

By Sa would agree that is of equal 
importance in its finding in failing to specify how one 
can both properly and with facility distinguish between 
long run and short run, the latter being designated to 
be rail form "A" as out of pocket costs to proffucts under 
measure which is susceptible of confirmation as to when 
short run ends and long run begins. 

Q. Well, another thing that it does, and 
Ir Lituk as a cost analyst yea would certainly agree with 
this, is that it fails to separate the measure of unit 
costs associated with the movement of traffic in regard 
to train operations. 

A. Yes, I will agree with that, sir. 

Q. Then, would you agree that costing 
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presentations before the I.C.C, and ‘another regulatery 
tribunals proceed without refinement in handling what is 
described as the common or joint problem? 

A. Yes, sir, I agree with that. 

Q. Now, not- withstanding the disabilities 
some of which we have discussed in these procefdings held. 
iby the I.C.C. and other regulatory tribunals, you agree 
that they have been used to judge the compensatoriness 
and service requirements of hundreds of millions of 
dollars worth of transportation. 

A, That is quite right, sir. 

Q. Now, to gain what cost analystS desire, 
that is the introduction of refinements to improve upon 
these procedures that have been held in the United States 
for the last few years has been an adoption of certain 
statistical techniques to introduce greater refinement. 

A, Yee, there has been.and those 
responsible for it have the gratitude of all who must 
work ts ‘ais field, I am sure. 

Q, Now, in applying these statistical 
techniques there is also a method associated with them 
which is referred to in different terms that amounts to 
this: that an experienced operating man can often 
predict with accuracy what changes in inputs, that is 
cost, and changes in outputs, that is traffic will 
involve. I am not trying to catch you, I am referring 
to 3-45 of this commerce study. 

A, Could you tell me whieh paragraph it 


ig in that ‘study? I have been so busy working on 
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Canadian matters that I have not had a chance to review 
this. 

Q. Weil, I have a photostat of it. 

A. And you are stad we to confirm that 
this, is a quotation from & paragraph which I wrote? 

Q@. I am asking you whether you have any 
reason to change your view since you made this statement, 
associated with statistical techniques, there is what 
as sometimes is described as a method -- you say it could 
hardly be described as a method -- but nevertheless, | 
which is frequently and successfully used, simply to ask 
people what they think and I put to you the next sentence: 

"an experienced operating man can often 

predict with accuracy what ehanges in 

cinputs, that is cost, -a’ iidsiea Bein output, 
that is traffic would involve." 

"A trained and knowledgable observer can 

frequently predict such changes after 2 

period of observing the operation if 

essential conditions remain unaltered." 

A. Mr. Sinclair, I shall certainly try 
to be fully responsive to your question but I wonder 
whether you know the circumstances under which this 
document was produced? I think perhaps this would have 
a bearing on the answer that I am going to give you and 
that is why I mentioned it. Are you aware of the time 
period within which this Wast produced? 

Q. I noted your letter of transmittal 


to Mr. John J. Allan, Junior, who at that time, and 
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perhaps still is, was the under-secretary of Commerce 
for Transportation in the United States Department of 
Commerce. You indicate there that the contract was 
issued in June, June 24, of 1959 and your work was 
completed some five months later. 

A. Yes sir. What I am- driving at is that 
in my Judgment because of the exingencies of the 
+ re situation we were not given adequate time 
to'do a study of this scope. I am sure that those who 
regularly practice in the field will agree with that 
statement. Consequently, it was not possible for me 
to iucoteo ture in this document all the nuances epee 
possibly could be associated with various sentences that 
I have written. I do not disown what.you have quoted, 
of course, it is true as a general proposition but if I 
were writing this document again and if I had adequate 
time in which to produce it I think I might qualify it 
to some extent. 

Q. But basically, while you may wteh to 

qualify it, basically you would not disagree with it. 

A. No, in my opinion the cost analyst 
has got to work with the operating and maintenance people 
on the railroad if his results are to be meaningful. 

Q. Now, in the application of statistical 
techniques, Mr. Banks, co-relation on a bi-variant basis 
has been used for a good many years. 

A. Yes, it has, at least since Dr. Lorenz. 

Q. Which is thirty or forty years ago. 


A. His first work on matters«of that 
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ae was-publighed prior to my birth so that would make 
it Peeyitinn years ago. 

Q. And now, in the last five or six years, 
in more recent times, cost analystshave been trying to 
introducing the refinements that a multi-variant analysis 
provides? 

A. Yes, they have. 

Q. And in doing so they were merely using 
what was a fully established technique that had been 
applied successfully in many of the other fields of 
industry. 

A. Quite right. 

Q. I think a name that has been used here 
on a number of occasions is Dr. Yntenma who, I think you 
will agree, as early as 1940 made a very intensive analysis 
and use of the multi-variants multiple regression and the 
applicant of those techniques to the multi-product 
divisions of oe steel industry of the United States, 
particularly United States Steel Corporation. 

A... Thathis right. 

Q. And so we may bring him up to date, 

Dr. Yntenma has for some years been one of the more 
senior executive officers of the Ford Motor Corporation 
of Detroit? 

A. That is correct. 

Q. Now, the reason analysts have been 
turning to multi-variant analysis in certain areas of 
cost finding is that it provides an ability to comprehend 


and reduce perhaps the effect on cost of several causal 
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factors. 

A, That sounds like another quotation from 
Banks; is it? 

Q. Not quite, it is a combination of 
Banks and a number of other people but I would tet hic it 
would be something you schttandencis with. 

Ay" TG4E8%- 

Q. We can agree, I take it, that careful 
evaluation and selection of significant dapaebies is : 
matter that must be followed in multicvarient analysis’ 
in ett transportation. 

‘A. We can agree on that in principle, also 
adding that this is an area that presents great 
difficulties many of whieh fall short at the moment of 
being fully resolved. 

Q. But notwithstanding these problems they 
present,Mr. Banks, we agree, that even with their failing 
they are a marked advance over the techniques of averagin 
aia matters of that icind that had been used heretofore. 

A. By that you mean multiple regression 
techniques? , | 

Q. Yes, 

A. “In the areas in which they have been 
applied in this proceeding, yes, sir. 

Q. Now, I am going to refer you to a 
summation of the situation from your volume page 2-29 of 
your commerce study: | 

"The application of a common percent 


variable under all conditions is obviously 
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but an expedient. If 'percent variable! 

must be used the margin of error in its 

application asd bebuaadielnistied by 
separate values computed for individual 
geographical territories. Better yet would 
be the development of mechanics for 
determination of percent variables by 
individual expense account. To be preferre 
too in all these is the derivation of 
variability by statistical cost functions 
as is now undertaken to some extent by 
individual carriers." 

A. That is a correct quotation. 

Q. And you have not .... 

A. Altered my views? 

Q. Yes. 

A, Ho, sir. 

Q. Now, in the studies that have been 
presented here in the moving of grain to export positions 
if we have an application of what you describe as a 
derivation of variability by statistical cost functions 
in areas where data is available and directly assignable, 
costing is not appropriate. That is not Banks, that is 
Sinclair. 

A. This paragraph from which you have 
been quoting relates to methods which are necessarily 
involved in determination of long run variable or out 
of poeket costs within the given method or its alternative. 


There is still room for further investigation and perhaps 
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for differences of opinion. I would agree with that 
general proposition that determination of percent 
variable to statistical cost functions is for appropriate 


accounts to be preferred to other methods. 
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However, the use, the specific procedures described 
by the general phrase "statistical cost functions" 
at this point in the development of railway costing 
still leaves something to be desired, 

Q. What you are facsae is that you have 
something good but, like all good things, we can hope 
for them to be improved?” 

A, That is correct, sir. 

Q. Mr. Banks, you have defined "direetly 
assignable costs" in this way at page 2-31 of your 
Commerce Study: 

"Directly assignable costs are those 
that are immediately traceable to 
particular items of output. In 
transportation there are said to be 
costs which can be ellocabed to 
particular traffic. They are largely 
composed of actual expense involved in 
‘moving equipment from point to point 
and costs incurred os pehalf of specific 
traffic or traffics. These costs are 
similar to what the ICC abe? soleme 
related costs in passenger or freight 
service and in connection with rail | 
branch Lines ee existence is solely 
related to one particular freight 
commodity." 

You have not changed your view as to that, have 
you? 


a Yes, I have in one respect: I think we 
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have to make a distinction here between the word 
"traffic" -- "traffics", tas I have used it, which was 
really a British affectation on my part because 
Americans do not generally express themselves in that 
way. By "traffics" here I mean the distinction between 
large branches of the railway business such as the 
passenger on the one hand and freight on the other. 
I think we must distinguish that from commodities 
a number of which together may constitute one type of 
traffic, namely "freight". Also, I would further 
qualify what you have quoted to the extent of correcting 
what I believe is an error therein, namely, that the 
Interstate Commerce Commission has not labeled any 
rail branch lines as being solely related to one 
particular freight commodity. In fact, the sole 
official finding of the ICG with respect to solely 
relatedness finds that there is not any solely relatednegs, 
and, if you will permit me, I would like to tell you 
this to substantiate what I am saying and show how I 
was wrong in this paragraph. 

Q. Are you going to refer to the docket in 
the mtadnwontinbats2 Divisions Case? | 

A, Yes, sir, 

Q. Are you going to suggest.to this Commission 
that it does not find that solely relatedness 1s a 
variable cost? 

MR, MAURO: : Now, wait a minute. 

MR. SINCLAIR: Just a minute: surely I can 
ask what he is ecthe to do. 


MR, MAURO: Oh yes, and I want to give my learned 
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friend the widest possible latitude, but I think before 


he asks what the witness might suggest, it is a 
rather interesting comment on the investigation of this 
Commission to date, because to begin with the Commission 
Will recall that Dr. Ford K, Edwards in his ‘examination- 
in-chief referred to this case as one of the cases 
where the concept of solely relatedness was put forward 
and adopted, and under cross~-examination he explained 
he was the one who put it forward and that there had 
been no decision and it had been opposed, It also 
comes into the general context of my learned friend's 
question, so I think in fairness he should permit the 
witness to answer and then igen question as So 
what suggestion the witness is placing upon the finding. 

MR, SINSLATN: Well, I thought the witness 
was referring to this. I gave him the quotation out 
of his Commerce Paper of 1959. He amended it, and he 
then said he was wrong in regard to the ICC labeling 
this, and he said the latest pronouncement on the 
subject was this, and he picked up a document, and I 
asked him what it was, and was it his suggestion that | 
this document, being, I think, the examiners' report 
in the Transcontinental Divisions Case, was it his 
suggestion that this document, vie IcG examiners! 
report in the Transcontinental Divisions Case --. was 
it that the concept of solely relatedness to branch 
lines was not accepted, 

Mr, MAURC: Well, first hear from the document 
and then ask for the witness! comments, 


MR, FRAWLEY: I think the chief objection is that 
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the witness was intervupted.. He began to get the 


document out without ever having said what it was. 

THE CHAIRMAN: Well, let us get back on the rails. 

MR. FRAWLEY: Yes, and have the witness, proceed 
with what he was going to say. 

MR. SINCLAIR: I would like to put a question 
to the witness and ask him if he would answer it. 

MR. FRAWLEY: Well, we may as well settle it now. 
The witness was interrupted, and I would ree he should 
be allowed to go back to the point where he was | 
interrupted by Mr. Sinclair. 

MR. MAURO: Carry on, Mr, Banks. 

MR. SINCLATR: I would like the witmess to answer 
the question, | 

MR, FRAWLEY: Why? There must be some material 
motive in it, I would like to get back to the point 
where the witness referred to the document. | 

THE CHATRMAN: I think we are at cross purposes, 

MR, SINCLAIR: Well, let me start again. 

Q. In your suggestion that the wording of 
your Commerce Paper at the end of 1959 in regard to. 
branch lines is wrong, are you relying on a specific 
finding of the Interstate Commerce Commission? 

A. Sir, I am relying upon the only official 
pronouncements from the Interstate Comnerce Commission 
which is a report of two of the commission's senior 
examiners which under the Administrative Procedure Act 
of the United States, which governs such proceedings, 
is the Gommission's pronouncement unless the Commission 


sets it aside or amends it in any particular, and this 
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document which issued on December the 6th, 1960 
contains at page 18 of the aeunsbeeahed edition the 
following quotation: 

"We are unable to accept the theory 

that a proportion of 50 per cent of such 

traffic on a branch indicates such a degree 

of dependence thereon as to justify the 100 

per cent assignment of costs as the Defendants 

contend," 

Q. Thank you, Mr. Banks. That was the part 
I thought I would have to read, but I am glad you have 
read it. 

The cost analyst, Mr. Banks, in developing the 
cost of moving a commodity, you would agree, should 
take reasonable steps to make refinements that have 
a iemitiedniven he results, and at the same time 
he should not introduce refinements which do not have 
@ significant effect merely for the sake of es ace 
neat, because refinements have associated with them a 
cost? 

A, I do not understand the word "neat", 

Qe A cost analyst in suggesting refinements 
should be sure or reasonably sure that the refinements 
that are Serhan’ will have i significant effect on the 
result, and. refinements should not be suggested merely 
for the sake of being neat in the sense of being 
technically proud, because the refinements in themselves 
have associated with them a cost: the cost of 
developing data and making tests and things of that 
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A. I am afraid I don't know what you mean 


by the phrase "technically proud", TI have a@lweys 
gone by the rule that pride goeth, or cometh, before --- 
Q. Well, there is quite a difference, 

A, Welt, our work age not have pride as its 
main spring, but rather a seeking to approach as 
closely as we can the facts of the matter at hand. 

Q. Let me do it again with you, and I am 
not talking about any specific work at the moment. 

I am talking about the principle, and I want to talk 
to you about the principle of introducing refinements 
into costing, and my question to you is this: 

The cost analyst in suggesting refinements for 
the purpose of determining the cost of moving particular 
segments of traffic should be careful not to suggest 
refinements that do not have a significant effect 
upon the results; would you agree? 

A. Mr, Sinelair, I unit's wish to be nor to 
seem to be unresponsive to your question. Perhaps I 
can phrase it in a way that I can answer, Would you 
permit me to do so? 

Qe. Certainly. 

a a8 would Phrase it something like this: 
the cost analyst should take every reasonable precaution 
to measure costs with the factors that are meaningful 
in so far as such factors can be ascertained, 

Q. I will go on from that, Mr. Banks, with 
your permission, to the other question arising out of 
it: 


The cost analyst should be careful not to advance 
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refinements which although technically defenceful 
will not have a significant effect upon the result, 
because refinements in themselves have associated 
with them a cost. through collection of data and the 
making of tests and matters of that kind; do you agree? 
A. I don't believe I do, sir, I think, if 
I may elaborate on this, that my views on what you 
have just diseussed relate to the fact that the prescribed 
accounting system for railways which was developed in 
the United States, and which to a large extent has 
been followed in Canada, unfortunately, is not an 
accounting system which was set up to develop costs. 
It was set up to develop cunesais oueecia statements, 
accurate , honest. objective stoteeents of income end 
profit and loss which was the major regulatory 
concern when the Interstate camma ved Commission was 
established, and when we attempt to use basic data 
from accounts devised for that purpose for an entirely 
different purpose we are bound to get into difficulties, 
and that has, unquestionably, in my opinion, been 
one of the reasons why neither in rail form A nor in the 
present state of multiple regression analysis have 
we approached anything resembling "the" cost. 
Q. When you say "the" cost, Mr. Banks, do 
you mean that it is the cost in the sense of a 
mathematician's approach that one equals one? 
A, I don't know, sir; I am not sure that I 
understand that question. 
THE CHAIRMAN: Do you mean, can you be exact? 


THE WITNESS: I think, Mr, Chairman, that comes 
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very close to what I had in mind, yes sir. You can't 
know with exactitude or exactness a cost which involves 
many things going on in many different wikies over 
a wide geographic area. The cost analyst today has 
to do his best to arrive at an estimate of such Sil ueei 
He can't know that with the precision of “a physicist 
working with a vacuum tube. 

MR, SINCLAIR, Q: "The predisionof a physicist 
working with a vacuum tube": is that precise? | 

A. We have been leq to believe, we laymen 
who are left far behind by the pioneers of modern 
seience, that in their controlled experiments they 
ie able to arrive ae the objective ‘sought under 
eertain controlled conditions which permit them to 
measure things with exactitude, In the United States 
we have whet is called a National Bureau of Standards, 
very like you folks hsavé the same type of agency here, 
The work they do which involves such matters as 
determining how long an inch is and how much @ pouns 
weighs, » I submit to yaaa can be dome with a 
great deal more pretision than the determination of 
how much it costs to move grain to export positions. 

Q- LeS me put it this way to see if we can 
agrees that in physics or in costing it is possible 
to develop the number which can be used for the 
purposes for which the investigation @RS undertaken, 

A. I don't agree with that. I think in 
physics a number -- I beg your pardon: I think in 
physics the number can be determined, I think in 


cost analysis for railways a number ean be determined, 
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but the "a" can be anyone of several numbers, 

Qe I would suggest this to you, Mr. Banks, 
that the Interstate Commerce Commission when they make 
a determination of costs find the number fer- the 
purpose of fixing rates in a case: you agree? 

A. I agree and also, if I may add to that, 
they frequently qualify their arrival My_.5U0h anumber er 
their determination of such a number by several 
Paragraphs devoted to the inadequacies of said 
number. 

Qe Of course, you will agree with this, that 
we have to rely on certain things being developed so 
that they are safe, and you would agree that the 
safety is safety that is reasonable under the 
circumstances? 

A. | Are you talking about -- I am afraid I 
don't follow you, sir. What kind of safety do you have 
in mind -- a brakeman not walking on the tops of 
cars as the train approaches a tunnel? | 

Qe That, of course, is pretty définitive: 
your head is gone if the tunnel is too a This 
is a controlled experiment ail righh; it is safe or not 
safe in half a second, 

I am asking you to look at it in this way: the 
engineer approaches a problem and he is required to 
make a motorcar safe for royal commissions to ride in, 
Now, that requires a determination of safety within 
reasonable limits for the purpose that it was intended 
to determine; would you agree with that? 


A. I am not sure that I can agree with it 
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because I frankly have never come across the word 
"safety" used in quite the context you are now 
employing it. You may very well be right, but 
unfortunately I am not competent to pass upon a 
situation where I have had no opportunity to study 
the meaning of the word nor its application in any 
specific situation. | 

Q. Well, my point may be summed up this way: 
that you are not one of those who say that cost 
finding on the railway is impractical and that the 
results of an intensive cost study cannot be used 
to determine rate levels, are you? 

THE CHAIRMAN: Well, I think we will take a 


recess now. 


~--Short recess. 
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THE CHAIRMAN: Order, please. 

MR. SINCLAIR, Q: Just before the recess, Mr.. 
Banks, I put a question to you and you have considered 
it.. Could you now give the Commission your answer, 
please? 

A, If I understood your question correctly, 
sir, and if I do not, please make that clear to me, 
my view is -- or, sid ceacicscinit to your question is that 
it is not the function of cost analysts to undertake 
rate-making assignments. 

Q. Well, I recognize that in the regulated 
utility or in the transportation industry the final 
determination of a rate, generally speaking, and with 
very rabe, exceedingly rare.exceptions, diate with 
a board or a tribunal; nevertheless, cost analysts 
prepare work and make determinations and seuoul 
studies to reach conelusions as to weliiede a rate is 
or is not compensatory? | 

A, This they do, Mr. Sinclair, and in a given 
proceeding two cost analysts may each make very 
comprehensive studies and snide vate somewhat different 
answers, all in good faith on both sides. 

Q. Yes, but Mr. Pa rere I am suggesting 
to you is this: that the cost analyst, having been 
placed in an independent position as an advisor to the 
tribunal, like the cost finding section of the tribunal, 
like the Board of Transport Commissioners or the cost 
finding ae of the Interstate Commerce Commission, 
or a technical advisor, can arrive at a cost for 
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1 is reasonable it becomes the cost. You would agree with 
2| shat? 
3 A, May I restate it, sir? 
4 I think we are not very far apart on this one, 


5 but my restatement would be that in a particular 

6 rate-making situation a number is used as the cost 
with full recognition that it is not the cost in the 
abstract sense of the word "the". 

Q. But, being reasonable men and having a job 
to do, it is the cost for the purpose and can be so 
accepted? 

A, It is a cost that is used for a particular 
public purpose, yes, sir. | 

THE CHAIRMAN: Is it taken as such? 

THE WITNESS: I am not sure that I understand 
you. 

MR. SINCLAIR: I think the Chairman's question 
to you is that the determination is taken as the cost. 

THE WITNESS: Yes, sir. | 

COMMISSIONER GOBEIL: You mean to say that the 
eost of service principle would not be applied correctly 

THE WIPNESS: That the cost of service principle 
should not be applied -- ? 

COMMISS LONER GOBEIL: Could not be applied 
correctly;:with the proper exactness? 

THE WITNESS: My view on that, Mr. Commissioner 
Gobeil, is that the cost of service can mever be the 
sole determinant of railway rates. It is an important 
one but it os not the only one, If we made rates 


solely on a cost of service basis, it would upset the 
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transportation structure of beth your country and mine 


completely. 

MR, SINCLAIR: This is a little different 
aspect, and maybe I can carry it on now that it has 
been introduced, just one or two steps, because I think 
you would agree with this, too, Mr, Banks: tha ¢ what 
you are saying is that while variable costs, long term, 
for continuing volume of traffic mst set the floor; 
considerations of determining which are reflected by 
value of service pricing set the ceiling subject to 
an overall feeling that might be determined? You would 
agree with that way (Giturdanec it? 

Ae I am not sure I would, Mr, Sinclair. We 
would have to think that one over. Now, if you want me 
to answer it later, I would be happy to do that. 

Q. + me do it step by step. What I say 
te you is that you will agree that in the transportation — 
business rates“ ..° should not be below long térm 
variable eosts if it involves co continuing movédiens 
over a substantial traffic? ; it 

A. No, sir, i ee would not agree 
with that statement -- let me make clear why T.would not 
-- because in my opimion there is a great deal of 
transportation service, at least in the Umited States, 
performed at below out-of -posket cost , both on the 
railway and im other kinds of tram2gortation. 

Q. This I know, and I should put you back 
into the environment in which I am putting the question. 

I suggest this to yous that if a rate does not 


meet its costs, ite variable costs, having in mind its 


» - tb iteett <i : ana oe 


OR fi? 


ede « 


Ry & 


ene? 
pict 


Mat a 


% 2 nen se tvaee Dea 


emp e: 


BREN Meat 
Sue Ue ‘A 


os BSAC ted: 


j 


ANGUS, STONEHOUSE & CO. LTD. Banks, Cr-@xX« 22317 
TORONTO, ONTARIO (Sinclair) 


1| traffic characteristics, its type of movement, and the 


2) “time of movement, it will place a burden on other 

3| traffic or on the carrier, or both? Would you agree 
4|| with that? 

5 A, I am not sure that Tyo, Mr, Sinclair. 
6| There may be times and areas and commodities where 

7| all public considerations taken into account it is 

8| essential to charge to the shipper much less or at 

9| least somewhat less than long-term variable cost. 

10 Q. Do you know or have you looked at the 

11| requirements under Canadian rail transportation as to 
12| the position of rates being geclow long-term variable 


13| eost or being non compensatory? 


14 A, No, sir, I have never read the Railway 
15]. kot. | 
16 Qe Arve you, Mr, Banks, suggesting as a 


17|| wailway cost analyst that rates shouldbe fixed below 
18] long-term variable cost for continuing movements of 

19| traffie spread throughout the year? 

20 A, Not generally, no, sir. But there may be 
21|| certain spects] situations where public policy overrides 
22|| transportation economics. 

23 Q. And in €hose Sltugiions, then, you would 
24|| agree, I take it, that a vetuen 4% Placed on other 

25|| traffic, or the exrrier, or both? ; 

26 A, At the point we now have reached in 

27| transportation economics, that is the conclusion that 
28 || one must ineseapably draw. However, it may not be in 
29| the literal sense true. | 


30 Q. In other words, what you mean by that 


: ote ia. ‘hae 
wedte fm oben ao @ te 
ie eotys. voOY pe zo | og “o 


9 ry ¥ 
Oey) 
f 


iT y 
i. 
P : om 


F atin i, tom = ih 7 
a sO 


ommog | Bete By 


; 
7 b, yw, es Ge ee 
GFAL wT Be BP) $ 


riage qed 
<= WO oh rd oa 
athe crebant' adeno 
wok woleg petted moter we Ra 


“4 ithe iy 


aan: gn ty sou pated qo % 200. 


Ly Aa 


6 igs une ve 2 
Ny ES {one 3 


soya Agro? 2 mise. 
| ae 
te nae sob sadnogen dati 

ve tmnte * aan 


jtehhod’ ao | ot eo bent 


P - + 


iY f 


A 
(an 3h: — non. va 


ANGUS, STONEHOUSE & CO. LTD. Banks, Cr-EX, 22313 
TORONTO, ONTARIO (Sinelair) 


answer is that that is the accepted basis, but you 


think that there may be some circumstances where in fact 
there would not be a burden, and you are talking an 
eeonomic burdens; aren't you? 

As Yes. To illustrate what I mean, let us 
take the case of Crowsnest grain. If it were to be 
shown that Crow grain is transportation as an out-of- 
pocket loss to the railway, which of course we do not 
for a moment concede -- but if that were to be shown, 
it might still be in the public interest to continue 
such @ situation, and it might be in the railway's 
interest to do So, likewise, because if the rate were 
to be raised to a level where it would be theoretically - 
compensatory, it might have such an injurious effect 
upon the economies of the prairie provinces as in the 
long run to east a burden on the railways through 
erosion of other traffic, through the failure of the 
economies to sustain the flow of agricultural implements 
and consumer goods which the railways now carry, which 
would be lost to them if the farm element in the western 
population were to lose their purchasing power, which 
would nena td their markets were cut off through 
transportation rates set at an unduly high level in 
order to meet the theoretical requirements of long-term 
variable cost. 

Qe Mr. Banks, in Canada, I suggest to you 
that what you shoe just put pefore this Commission could 
not happen beeause the Government of Canada before 
they would have removed the statutory level that now 


existed would have necessarily made a determination that 
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a jpst and reasonable level of rategwould not cause 
economic hardship on a section of this country which 
is as large as from Winnipeg to Calgary, and from 
the border at least, some miles north therefrom, 
depending on which province you are from, 

A. Well, sir, does this not go to the 
question of what is meant by just and reasonable. My 
understanding is that this is a lawyer's term which 
some peicawh tick have used and which remains substantially 
undefined despite a great body of work dealing with 
it and attempting to define it. 

Qe Let me put it to you this way, Mr. Banks. 
At the present, the level of grain rates to export 
positions are fixed by statute, and cannot be changed 
or altered as changing conditions and costs of 
transportation may require? You agree with that? 

A; I assume that this is correct, yes, sir. 

Qe Therefore, if the Parlimment of Canada 
decided that this protection was no longer required, I 
suggest ie you automatically it follows that they have 
made a determination that this statutory level of grain 
Pates that now exist is no longer required for the 
western grain growing economy, and therefore the 
suggestion you make of them itatalel is a just and 
reasonable level and causing economic hardship would 
not pertain because it would have been determined by 
those possibly best competent to determine 4t?. 

A. I am afraid, Mr, Sinclair, you have, 

I am sure, inadvertently credited me with a statement 


that I did not make. Your assumption is that a rate 
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to be just and reasonable must meet long-term variable 
cost. 
| Q. Plus something? 

A. Plus something. 

Qe You would agree with that? 

A, I am not sure that I would. Just and 
reasonable is a legal, a political term, not an 
economic one. 

Q. Is what? 

A. A legal, a political term, not an 
economic one, by and large, and what may be just and 
reasonable for the whole people of Canada may not be 
economic for the Canadian Pacific Railway. 

Qe Of course, Mr. Banks , what you are saying 
is that national policy may require that rates be 
kept at an unjust and unreasonable level? 

A. No, sir. I am suggest ing that the 
concept just and reasonable is a flexible one, and 
that it must, in order to have a real meaning for the 
Government of Canada, be applied flexibly and in 
full consideration of the fact that dirferent 
commodities and their transportation costs will have a 
different impact upon the Canadian economy, 

Q. Well, let us take it that that is so; 
that different rates will have a different impact; 
different levels of rates will have a different impact 
on the Canadian economy, and so will different levels 
of wages have a different impact on different sections 
of the economy? 


A, Agreed. 
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Q. So will different tax rates have a 
different impact on different sections of the economy? 

A, Agreed. 

Q. It is a fact of life in Canada that 
differences in costs do bear with different impacts 
on different persons in the economy? 

A. In Canada and elsewhere, sir. 

Q. Well, I like to keep in Canada. Now, 
my question to you is this -- asa we moved into this rate 
making business as the result of Mr, Commissioner Gobeil's 
question to you -- are you suggesting that your 
analysis of rate-making is Sian thet you are prepared 
to say that a rate moving over 25 per cent of the total 
freight of a railway company can bé@ at Less than : 
long-term variable cost without causing a waradn ité other 


traffic or the railway or both? 
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A. Mr. Sinclair, I am no analyst of rate 
making. I believe the provinces have other experts here 
who did, in fact, undertake such an assignment but I did 
not. These questions such as you are now asking me are, 
in my judgment, problems for a legal, political, governin 
entity to decide, not for the cost analyst. 

Q. Well, 'I am going to ask you as a cost 
analyst this question: assume with me that you have over 
25% of your traffic moving below long term variable cost. 
Does that cast burden on other traffic or upon the 
transportation agency providing the service or both? 

A. Mr. Sinclair, I do believe we are going 
in circles because five minutes ago I answered you at 
length with my opinion that in the conventionax Sense a 
burden will be imposed, as you have suggested. However, 
I do not think the conventional sense which is merely a 
rate or cost comparison traces the full political impact 
and the full economic’ impact df certadn rate funetions; 
and therefore, I do not believe I can subscribe to your 
statement as it was put to me. 

Q. Well, Mr. Banks, are you, in giving 
that answer, expressing an opinion as a cost analyst 
in transportation or as an econamist or as a 
transportation specialist. 

A. Well, I weually do not fragment myself. 

Q. I do not want you to and certainly I 
do not want to try to. 

Boon Tovar just answering you to the best 
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ae 


a) 


ea avirenke “wenieo oad saoatvs “ 
a 


} SES X and aniomeg eee: ee: owe anit 

pr ha. his ak ic +i, bik 

ee), | ots out a item ’ Wrath siae wor: ue oer enots ps 
ae ey pe a At Bue 
oe 2 ov OB itso SILO ig 44 inget & "16% smecdeong x30 om ve hed 7 


, tay [ans 


yh 


S ¢8 woy wes of 3 me DL! te Ve ae ' 


; | Vip ue 
ay 
ted om eoby pmvans| sagteeoup abel | ey 
NED ry ’ “at ee ue] i a’: 
1 ' i ys We a Pe 
ro Lad) yas ino oT aNe. HOY 0: 
: if ; vf ee } 


watdo 10; oboe. ten Sars 4 


4 


ore 


bok, yam ithe 
poder ton Lae: onusoed aetont 
un it bn ide 


sboacgmt od ‘tobe webeantd | 


j | ace | i ; . 
dene cree sand wake fou ob x 


rhadowe 2G Fou Gyms obmonooe Lit ) ta 
av of Dent 
P oa. og 
she iol 2 
8 me oda tee st | 


tO PaRai“onose To 


g Pos orym doampeztt vou ob TIL cave s Len “A 


| ot Uiaketeos haa oF max ere tou ab. vib Oy) 


ANGUS, STONEHOUSE & co.tTto. Banks, Cr.@X. 22323 
TORONTO, ONTARIO (Sinclair) 


limited experience I have had. 

MR, COOPER: Mr. Chairman, I would suggest 
we are getting a iittle far afield from the points of 
disagreement to which thecross examination is to be 
limited under the ruling of the Commission. We are now 
‘into the economic field and I have no desire whatsoever 
to suggest that Mr. Sinclair be asked to discontinue this 
line of questioning if the Commission is interested in 
hearing Mr. Banks views on the point that are being put 
baited However, I do point out to the Commission that 
we do seem to be departing from the points of disagreemen 
as expressed and set out in the report which I filed and 
put on the record this morning. 

THE CHAIRMAN: I understand from Mr. 
Sinclair there were certain things with which he felt 
they might agree in a limited way. 

MR. SINCLAIR: Q. I think I can cut this 
short by putting to the witness a synthesis that I just 
happened to note at page 2-16 of his commerce study which 
he put out. I will read this to you; | 

"In short, out of pocket costs establish 

floor below which the carrier cannot 

go in fixing rates. But as the I.C.C. has 

warned ‘if all or a large proportion of 

railroad rates were brought down to such 

a level the vitality of the railroad 

system would be destroyed." The rails would 

then be unable to meet their large fixed 


costs." 
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A, Oh yes, this was addressed to the 
situation we have in the United States at the present 
time where a great many rail carriers, in their anxiety 
to prevent the erosion of their traffic through the very 
substantial competition which they Pace from Patand 
waterway and motor carriers, have established many rates 
by the action. of the railway below the out of pocket 
costs level. The quotation which you have just cited 
deals with an entirely different situation than the one 
with which this Commission is concerned. | 

Qe New, with respect, Mr. Banks, what I 
put to you is that in that part of your commerce 
department study to which I have just referred, you are 
dealing with the general proposition which you describe 
emawe report as "ratemaking significance of fixed and 
variable costs as applicable to surface transportation 
within the United States"? 

, A, Sir, you have correctly read the title 
of this part but we have not,in this volume from which 
you have cited,attempted to make an economic analysis 
of the entire United States economy. The rules or the 
methods of that pag» described here 4@ those appropriate 
for the transportation industry. With respect, the 
coneern of this Commission, as t understand it, is with 
the impact of what the transportation industry does or 
does not do or can or cannot do upon the whole Canadian 
economy, transportation and other industries combined. 

Q Are you suggesting that the ratemaking 


Significance of fixed and variable costs as applicable to 
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the transportation industry in Canada is not of moment 
to the Canadian economy. | 

A. No, I am suggesting there are certain 
special situations here, this Crowsnest grain situation 
is evidently the most substantial and enduring in 
Canada and one cannot apply what Ti hava meictcen here and 
say "This is the end of the story". What we have te ae 
here gore titutes an economic analysis and what I am 
suggesting to you here is that the economics of railways 
is not the only consideration which the Commission 
properly should take into account, if I understand the 
situation. 

Q. But the quotation that I have read 
from your commerce study does synthesize the economic 
situation as applied to the railway transportation 
industry. 

A. In the situation where the railways, 
by their own action, seek to establish non-compensatory 
rates, veut 

Q. Are you suggesting when you talk about 
fixed and variable costs and their significance that you 
were only talking about the railway initiated rate action 
in this report. 

A, I would have to bs back and read this 
because I have not looked at it since the day that I 
learned that you were photostating the copy at the 
Department of Commerce Library. 


Q, That is the only way I could get a 
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A. You will have to complain to the 
Senate of the United States which is now considering a 
resolution to print this as a public document. 

Q. Anybody that wants it can do what I 
did, go down there and photostat it. Now, what I want 
to do is ask you to consider this carefully: 

"In short, out of pocket costs establish 

a floor below which the carrier cannot go 

in fixing rates. But as the I.C.C. has 

warned! if all or a large proportion of 
railroad rates were knocked down to such 

a level the vitality of the eaileend 

system would be aestroyed.* The rails would 

then be unable to meet their large fixed 

edkts.” 

Are you suggesting that that does not apply 
to the railway transportation industry in Canada? 

A. I am suggesting that a situation such 
as you have described may cause a burden on other’ traffi 
but it may have a collatoral effect of causing the other 
traffic to disappear altogether which is even more of a 
burden on the railway unless, of course, the railway 
company elects to go into the mining business exclusively. 

Q. Ido not understand the last part of 
your answer. 

A, Well, there is a big difference. 


Q. I think you said, and let me understand 
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that? 

A, I mean by that the following: there is 
a substantial difference, in my opinion, between the 
situation of the Canadian Pacific in Canada and of. the 
Canadian National, obviously, in Canada, and that of the 
railways in United States. Your charter is much broader 
than any charter currently in existencefor any railway 
company in the United States. Your charter enables your 
company to carry on a great many corporate activities of 
a highly profitable nature which are denied to those in 
the United States by virtue of the limitation of the 
charters. 

Q. -Have you looked at the Union Pacific 
Railroad and their charter and their rights and the 
business they do. 

A. What do you mean by looking at it? 

Q. Have you studied it before you make 
this statement? | 

A. I am aware of it but I have not studied 
Lie 

~Q. Have you looked at the téxaa_ and 
Pacific Railroad, their charters and rights and the 
businesses they are in? 

A. I am aware of the businesses they are 
in and I suggest to you that the Texas and Pacific 
Company is not in the hotel business, the steamship 
ge eeeae the airline business, the newsstand business 
and several other activities of a non-rail nature. 


Q. I thought we were talking of the 
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2) mining business. 
3 A, That was an illustration. I am talking 
4| about a number of activities which your company has and 
5 Which is denied to most railway companies south of the 
6 cue, | 
7 Q. What you ‘are trying to say to this 
g|| Commission is that as an economist who has studied 
g| transportation business you have come to a conclusion 
10| that you have atibyked the hasan to such a degree 
11 to enable you to say to this Commission Reg the economic 
12|| Of transportation do not have to be applied to the 
43/| Canadian Pacific Railway Company. 
14 | A. ‘No sir, what I am saying to you and als 
15| to the Commission is that transportation economics, a 
16|| field to which I am devoting my life, is not the be all 
17 and end all of its existence. There are other 


18 considerations to which practicing transportation economisjts 


20 Q. Let us get what you have been doing, 
91| your life work at transportation econeics. I asked you 
22 whether you believed that transportation economics as 


93|| applied to the railways of Canada require: 


24 "In short, out of pocket costs establish 
25 a floor below which the carrier cannot go 
6 in fixing rates. But as the I.C.C. has 
27 warned ‘if all or a large proportion of 
28 railroad rates were knocked down to such 
29 a level the vitality of the railroad 


30 system would be destroyed.' The rails 


Ve es | vo 
rei abiht ‘ns wie 0g 


eh iri oe ae 
picd agek “dba ior waste tutto o 
= dae 


bE BR vl miles fase 


> entenrbnd wth isa toqar 


sith Sot es S. aved 0: i ‘ i! 
Pans Sr Mg 


| Bua), : 
it) ot wee of ba ‘atdaas 
Wi on 
ghitet roneat Sa 
tek bat sive 


SB ot 


ce ' 


yet scobtersb bene | 


yew Lat 
creole 48a,” 


>Ledt . tact 


ANGUS, STONEHOUSE &co.LTo. Banks, cCr.€X. 22329 
TORONTO, ONTARIO (Since lair) 


would then be unable to meet their large 

fixed costs." 

A. I am sorry, I ected the prelude to 
that quotation. I do not think the quotation te pertinen 
to your introduction to it, Mr. Sinclair, because as I 
suggested before, what we are dealing with in this 
particular paragraph is the railway situation in the 
United States where the competition is more aggressive 
than in Canada, where the chief competitors are evidently 
also controlled to a large extent by the railway companie 
and, consequently, it is not applicable to this situation 
In Ganada you have a dvuopoly, for all practical purposes, 
whereas in the United States we have a much aes highly 
competitive system as of the moment. 

Q. Are you suggesting in Canada that 
there is a duopoly in transportation. 

A. That is my impression. 

Q. A duopoly in surface transportation 
in Canada, 

A. That is right, for all practical 
purposes. You may have hundreds of individual little 
carriers in provinces like Alberta and Manitoba but 
Vike ¥e total impact on the transportation economics of 
the country is quite small. 

Q. Did you ever hear of British Traction ? 

A, No, I have heard of British Electric 
Traction. 

Q. I am asking if you have ever heard 


of British Traction? 
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A. No. 


Q. Have you heard of C.S.L. 


A, C€.8.L? 
Q Yes. 
Aas. BOs 


MR, FRAWLEY: At least give him the name, 
Canada Steamship Lines. | 

THE WITNESS: Oh, of course, 

MR, SINCLAIR: @Q@, Have you ever heard of 
Dupont and Direct Motor Express and Direct Winters, 
Dupont owning the latter two? 

A. No, I am not familiar with this 
situation. 

Q. Now, Mr. Banks, you will pardon me 
if I keep on this point that I put to you this morning, 
Would you agree that a rail transportation economy in 
Canada cannot be financially sound and carry out its 
essential functions in the economy if rates are below 
variable costs and if, where there are large segments 
of traffic involved, they are not substantially above 
and close to’ Pully distributed costs. 

A, Sir, I dislike having to trowtle 
you but I eannot deal with both of those involved 
subjects simultaneously. Could we have them one at a 
time? 

Q. I did not know that there was any 
double concept in the question. Perhaps the reporter 
will read it. 


MR, MAURO: You have variable and fully 
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atetriputed, that is what is troubling him. 

MR. SINCLAIR: Q. Is that it? 

A. Well, I expect that certainly is a 
good part of it but Mr. Mauro in describing what was 
troubling’ me used three or four words and you used two 
or three paragraphs and I just could not quite follow 
it. I do want to be responsive. os 

Q. Ido not think I used two or three 
paragraphs. You just answer my questions and we will get 
along faster. | 

| MR. MAURO: He will not answer unless he 


understands them, 
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MR. SINCLAIR: Quite right, and if he doesn't 
| | 


understand, he can say SO. 

Q. My suggestion to you is that the 
railways are essential to the Canadian economy? 

A. I quite agree, sir, they are. 

Q. My sigedetion to you isthat financially 
sound railways are essential to the Canadian economy? 

A, Financially sound ‘railway shtvotintens 
sir? 

Q. Financially sound railway companies are 
essential to the Canadian economy? 

A. Yes, sir. | 

Q. I suggest to you that the essential 
function which the railways provide in Canada through 
financially sound companies cannot be provided if ration 
are below variable costs and something more? 

A. If you are talking about all rates, I 
certainly-agree tition: But if you are talking about 
one particular rate, darcetip asthe a tacateby rates 
establisned on export grain, I do not agree with you. 

Qe I say all rates, then: all rates on 
Canadian railways must be above ccs te variable costs 
and something more? 

A, I don't agree if I remember what has 
been said here correctly. 

Q. I will ask you this: do you agree that 
the railways of Canada cannot perform their functions 
through the financially sound companies if rates are 
below variable costs and -something more, and by "rates" 


I mean rates for the whole of the freight rate structure? 
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A. No sir, I don't agree with that, in view 


of your previous definition which evidently is embodied 
in this question that by "rates" you mean all and 
every rate including the statutory rates, 

Qo L inelude all rates, I am going to ask you 
why, from a transportation economist's standpoint the 
circumstances under which as a transportation economist 
you can remove over 25 per cent of the total freight 
traffic from that concept? 

A. This is an abstract question, sir? Or 
are you relating it explicitly to the Crowsnest Pass 
grain? 

Qe I will relate it to an abstract question 
if that is the way -- well, I will say as a matte of 
economic principle? | 

A. In my view there is a substantial 
difference between economists on the one hand and 
accountants on the other. Accounts review history and 
they arrive at particular numbers, Economists have a 
function then of lending meaning to thdse numbers and 
interpreting them in the light of the political economy 
of the area where the numbers have been derived, and in 
a situation such as Mr, Sinclair is asking me to arrive 
at an answer, I would Say we would have to take into 
consideration other factors if we are to arrive at a 
meaningful interpretation of the facts. 

MR.SINCLAIR: I wonder if the reporter could 
read back my question, | 

MR. MAURO: Before the reporter reads it 


back, Mr. Chairman, I am prepared to remain here until 
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Friday My learned friend Mr. Fa has mentioned 
the fact we have ous into a great deal of economics 
here as opposed to memorandum No. 2. The witness has, 

€5 my knowledge, on three occasions this morning 
explained why he thinks a large body of traffic can 

move at non-compensatory rates and still be economically) 
feasible, and also that he agreed that, as a general 
statement, rates should be compensatory. Now, if my 
learned friend wants to go on with this cross-examination 

MR, SINCLAIR: Mr. Chairman, I want to go on. 

THE CHAIRMAN: All right, 

MR, SINCLAIR, Q: I would like the answer 
to the question, witness, 

MR. FRAWLEY: | The only observation I have to 
make, sir -- because, after all, + am counsel for 
Alberta -- and we do seem to be getting eee away 
from what the esss eonference was ealled for and what 
was to follow the cost conference, I think that should 
be on the record at this point. Certainly, ordinary 
cross-examination is as wide as the sea, but this is 
not that kind of cross-examination, and if you wish to 
give counsel the latitude that is generality given, then 
we will be here a long time, but I think it is 
appropriate this was a particular kind of cross- 
examination, one which takes its origin from the cost 
conference. I am aware of the breadth of cross- 
examination under the British system, of course, but 
I am wondering whether or not we are varying the 


arrangements made in this particular matter. 
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THE CHATRMAN: Well, I think we ean go on from 


there 
MR. SINCLAIR: Thank you; I would like an 
answer to the question. 
MR. MAUROs You mean you would like to re-put. 
the question, because you did meantse ar answer, 
THE REPORTER: (Reads) "T am going to ask 
you way from a transportation economist's 
stendpoint the circumstances under which 
as a transportation economist you can remove 
over 25 per cent of the total freight 
traffie from that concept? 
A, This is an abstract question, sir? 
Or are you relating it explicitly to the 
Crowsnest Pass? 
SO. tet will relate it to an abstract question 
if that is the way -~- well, I will say as a 
matter of economic principle, 
A, In my view there is a substantial 
difference between economists on the one 
hand and accountants on the other. Accountants 
review history and they arrive at particular 
numbers, Economists have a funstion then 
of lending meaning to those numbers and 
interpreting them in the light of the political 
economy of the area where the numbers have 
been derived, and in a situation such as 
Mr. Sinelair is asking me to arrive at an 
answer, I would say we would have to take 


into consideration other factors if we are 
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to arrive at a meaningful interpretation of 


the facts." 

MR. SINCLAIR, Q: Is it your view from that 
answer you gave to my bby eine that an accountant is 
only a historian and cannot interpret figures but must, 
to have interpretation, call in an economist? 

A, No, sir. I think you are employing 
a hyperbola to distort my intent. I say this in all 
due respect: accountants perform a vital funetion and 
they cannot be dispensed with, but they are accountants; 
they are not economists, with a few exceptions, 

Q. And economists perform a vital function? 

A. This is a matter that is sometimes brought 
into question, | 

Qo But you can substitute in your answer 
"economists" for ae ee 

A. One could do this, yes sir, 

THE CHAIRMAN : That is a inteecet opinion? 

THE WITNESS: Yes, Mr. Chairman, 

MR. SINCLAIR, Q: As a transportation economist 
is it your view that a rail transportation company in 
Canada could have over 25 per cent of its traffic 
moving! at rates below variable cost and something more 
without suffering economic harm to itself or the 
other users of its services? 

A, In view of your clause "in Canada" my 
answer is, yes it could. 

Q. . And if the railways did do that and 
as a result it was umable to remain financially sound, 


would you still answer that it would make economic sense? 
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A, Are you suggesting to me, Mr, Sinclair 
that the C.P.R. is not financially sound? 

Q.° TIT am not suggesting anything. I am asking 
you to please turn your mind to the appeveiakite of 
sransportation economics and try to keep out of Canadian 
politics. | | 

I put the question to you again. Let me 
ask you this: is it your view that a transportation 
agency, if it did handle over 25 per cent of its 
total freight traffie at less than variable costs and 
something more, would have as a result economic 
dislocation of the company that is providing the trans-. 
portation service or the other users of its sévetee? 

A. Mr. Sinclair, I don't know what you 
mean by "economic dislocation". 

Q. "“Eeonomic dislocation" would be, in my 
question, requiring traffic to bear a higher than 
reasonable proportion of total transportation costs? 

A, I am not sure that this series of 
questions and answers has not gone into an area where 
I am no longer able to follow it, but in an attempt to 
be as responsive as I can I think that in Canada the 
situation is sufficiently different from the abstract 
so that one could say in this specific situation the 
general principle would not apply because the overriding 
concern is with the public interest of the people of 
‘Canada and not the private interest of one or another 
railway company. 

Q. You are reading something? 


A. No sir, I am not. 
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Q. Let me ask you this: before you made 


that answer, I would like to assess this: how many times 
have you been in Canada in the last five years and 
travelled on the Canadian Pacific? | 

A, Could you ee that fifteen years? 

Qe No; I want five. 

A. In the last five years the only times 
I have been in Canada have been in connection with 
this proceeding as far as I can recall. 

Q. And have you travelled in western Canada 
in the last five years on Canadian Pacific? 

A. Ihave traveled ton Canadien Pacific 
in western Canada but not in the last five years. 

Q. How much time have you spent in a study 
of the Canadian rail transportation freight rate 
structure in the last five years? 

A, Freight rate structure? Very little 
indeed, 

Qe Have you spent any time? 

A. Yes, I read Professor Curry's book 
at the commencement of this present proceeding in an 
attempt to get a background and make up for my inexcusabl 
lack of attention to the Canadian situation prior to 
that time. 

Qe And in looking at the Canadian railway 
transportation scene have you studied the operations 
of the Canadian Pacific on the ground in western Canada 
in the last five years? 

A. No, sir. 


Qe. Have you in looking at the movement of 
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traffic over the Canadian Pacific Railway enniyund: 
the various commodity movements as their proportion of 
total freight tonnage? | 

A. We wanted to do this. The provinces 
urged such a study be made, and the wusein eiaaien 

Qe - asked you if you had anit it? 

MR. MAURO: Just 1% moment. 

MR. COOPER: I think counsel should address 
the Chairman of the Commission. 

MR. FRAWLEY: It is all very well, Mr. Chairman 
but the witness was interrupted, and this is the first 
time in my stead alae that a witness has not been 
allowed to answer, 

THE CHAIRMAN: Well,what was the question? 

MR. FRAWLEY: It was the answer, The reporter 
can tell the witness where he left off. 

THE CHAIRMAN: He has the right to answer. 

THE WITNESS: I think I ean recollect where 
I was, if I may. 

* THE CHAIRMAN: Well, we can do that at 2:00 


o'elock. 


-~--Lunecheon adjourament. 
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-- On resuming at 2 p.m. 

THE CHAIRMAN: Order, please. 

MR. SINCLAIR: Q. Just before the noon 
recess, I put this question to you and you had not 
answered it because of some discussion between myself 
and my friends. I put it to you now. | 

| Have you looking at the movement of traffic 
over the Canadian Pacific Railway analyzed the vartous 
commodity iavpnieutd: tht their proportion of total freight 
tonnage? | | et, 
AY And the answer which I started ie give 
but never had the opportunity to complete was Cages wel 
the provinces, had proposed that riih at GeMny be made 


and it was our understanding that if it had been made 
we would have participated in such a study. I personally 
might have had the eupertunty to make this study, but 
eer | 
in the denial of permission of such a study to be made I 
have not, obviously, made it. 
| Q@. Then, your answer to the question is 
no for the reasons that you aire given? 
| A, Yes, sir. 

Q. Mr. Banks, if a railway plant of some 
11,000 miles had over ) 40% of its freight tonnage 
moving at less than variable cost, you weure agree that 
in such circumstances ae: vitality of hak railway system 
oxi be destroyed? 

A, What 40%, sir? 

Q. 40% of its total freight traffic. 


A. You are asking me whether I would agree 


that the vitality would be destroyed? 
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Q. Yes. 

AL’ I do as know what you mean by 
vitality. 

Q. That its ability to continue to provide 
efficient railway transportation at equitable rates and | 
to remain financially sound. 

A, Well, sir, I asfiume that we are here 
again fencing about the Crowsnest Pass grain rate 
situation. | 


| 


Q. I am not fencing, Mr. Banks, so just 
drop the assumption, please. | 
MR. FRAWLEY: Oh, well, I guess we are 
entitled to just tse a word now and then. 3 
MR. SINCLAIR: Q. "I assume ” the’. 
witness said, "that we are again fencing". I just asked 
him be drop that assumption and answer without the 
assumption. 
| A. Well, answering without the assumption, 
Mr. Sinclair, I have not been of the understanding that 
there is any impairment of the economic vitality of the 
Canadian Pacific Railway that has bau demonstrated in 
this proceeding. | 
| Q. Mr. Banks, would you please listen to 
this question? 
A. Yes, sir. 
Q. If a railway plant of, we 11,000 
miles’ had 40% or more of its total freight tonnage moving 
at rates below variable cost, would you agree that the 


‘vitality of that railway system would be destroyed? 
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A. I do not think that one can properly 
answer such a question in the abstraet. There are 
conditions and circumstances which surround every such 
hypothetical situation which would condition one's 
answer. 

Q@. Let me ask you this. If there was a 
railway plant of 3,000 miles where 75% of the total 
freight tonnage moving over that railway plant was moving 
at rates below variable costs, would you agree that the 
vitality of the railway would be impaired? 

A. Only if I knew of the return the railwa 
was getting on the remaining 25% of its traffic. 

Q. . What you mean by that -- was it 
transferring the loss from the traffic moving at less 
than variable cost to other traffic? 

| A, Cross-subsidization. 

Q. I see. And if there was cross- 
subsidization, under those circumstances you would agree 
that this would result in resource misallocation of 
transportation facilities? 

A. Not necessarily. 

Q. You would not agree? 

A. Not necessarily. 

Q. Mr. Banks, assume with me that there 
is 11,000 miles of railway plant where over 40% of its 
total transportation is moving at less than variable 
costs. Would you agree that in those circumstances if 
the railway was to remain financially sound it would have 


to charge unreasonable rates in respect to economic cost 
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on other segments of traffic or have its financial 
situation unstabled or its vitality impaired? 

A, It depends, sir, upon what you mean 
by 40% of total transportation; how are we measuring 
this? | 

Q. widesane ton miles. 

A. Well, again, I think I must advert. 
to my previous answer. It depends largely upon the 
results, the economic results , the net income attained 
and the return on investment attained from the remaining 
traffic and the resources devoted thereto. | 

Q. Would you have any difficulty if it 
was 100%, in answering the question? 

| A. No, I would have no such difficulty, 
and would attach no qualifications if it were 100%. 

Q. But you would attach qualifications af 
it was 75%? 

A, I think that is right. One of the big 
problems that we have in this consideration of the 
Crowsnest Grain movement is the question which, as far 
as I know, has not been resolved of when a branch line, 
just an segiuees branch line, should properly have 
attached to it the label "substantially. related", and 
when perhaps the words "substantially related". may. 
properly dissappear and the word "solely related" 
properly be designated for that eranee line, 

It's all -- 

Q. Let us please -- if you think that is 


responsive to the question I put to you I am surprised. 
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MR. MAURO: I am not going to address mysel 
to my learned friend, but I trust this is the last time 
I shall have to address myself to the Commission. My 
learned friend can then direct his question and Sache 
responsive answers he is looking for. The witness should 
be able to answer the Baprrae ee as he sees fit. 

THE CHAIRMAN: What was the question? 

MR. SINCLAIR: My question was this: did 
he think that if the traffic volume was 75% moving at les 
than variable cost, would he have to qualify his answer 
as to its destroying the vitality of the railway system? 

THE CHAIRMAN: Well now, the witness may 
answer. | - 

MR. FRAWLEY: That was the answer he was 
giving when he was interrupted. 

THE WITNESS: My answer, Mr. Chairman,was © 
that was based on the assumption which may be in errer 
that what counsel for C.P.R. is concerned with is not © 
an abstract situation but rather the reality that confronts 
this Commission in determining what shall be done about | 
the grain lings and when we get to questions of how many 
miles of line have what percentage of traffic carried at 
rates assumed to be below variable cost, what we are 
really doing is saying: "When does a railway line become 
substantially or solely related to the carriage of grain?" 
and I was trying to suggest to Mr. Sinclair that in my 
opinion this is one of the caagealand issues which faces 
this Commission as of this moment, as I see it, because 


the Canadian Pacific Railway, through one or two tests 
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which it made of a nature very similar to that set forth 
before the Interstate Commerce Commission in important 

recent proceedings also involving solely or substantially 
related lines. suggested that the 50% rule was a good 

point of determination as to whiéncea line fodia the asubstantieally 
or solely related to the grain trarrié, 

It was later determined that a number of 
grain lines were substantially below 100% exclusive 
devotion to grain traffic. There are some lines of 50, 
60 and 70% revenue ton miles réletine to grain, and the 
remaining 50, 40, or 30% of the traffic of the revenue . 
ton miles on those lines is being produced by other 
commodities. And I said I am trying to respond to Mr. 
Sinclair's suggestion when he frames it as he did by 
saying that before one could make a judgment as to 
whether the economic viability of these branch lines was 
impaired by the carrying of grain traffic, one would have 
to know what the costs and revenues and net return was on 
the remaining traffic where this is a substantial 
proportion of the total. 

THE CHAIRMAN: I take it, then, you do 
not answer yes or no? 

THE WITNESS: That is right, sir. 

COMMISSIONER GOBEIL: May I ask a question, 
Mr. Sinclair? 

Mr. Banks, you mentioned again this 
afternoon what you said this morning about the judgment 
whereby the United States -- I have taken a note in the 


transcript leter -- when there is 50% of the traffic 
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allocated to a commodity, Lt was determined that it 
could not be classified as solely related. That was the 
case which was put; is it not? 

THE WITNESS: Well, it. was the determinatio 
of the hearing examiners who have been listening to this 
particular case since 1955, Mr. Gobeil. | 

COMMISSIONER GOBEIL: But if it was, say 
80%, would you a when 80% of the traffic is one 
commodity, would you eee it as fully related, or 
does it need 100%? 

THE WITNESS: What I.am suggesting, sir, 
is that I think that there needs to be an examination 
in each De ee the remaining ten or twenty or 
fiftempercent consists of and how profitable it might 
be to the railway and whether the public interest can 
dispense with that 15% altogether and load it all on 
azainst the grain traffic. 

COMMISSIONER GOBEIL: I ea 

MR. SINCLAIR: Q. What you are suggesting, 
Mr. Banks, is this: that the revenues from traffic other 
than the solely related commodities should be credited; 
is that your position? ; 

A. Ho. 

Q. But that was not done in the fase to 
which you refer in the United States; was it? 

A, die, Lt was not. 

Q. Was it done in the case of the grain 
cost studies as advaneed here? 


A. Iam not certain. I have not had an 
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opportunity -- 

Q. Your assistant is trying to tell you 
the answer; would you like to ask him? 

A. Yes, if I may. I will consult with 
him. 

We agree, 

Q. We agree what? 

A. We aPhEE REY KGS answer I gave you 
was the proper one. 

MR. MAURO: Give it again, Mr. Banks .- 

MR. SINCLAIR: Q. You agreed that in the 
case here before them that you are not certain as to 
whether the railways credited the revenue from non- 
grain traffic? 

A. The railways saythat they did this 

Qe "You. are disputing’ 1b? 

A. We have had occasion in looking into 
the railway's material to have differences of opinion 
with the al iney as to what was done with their own 
data, yes, sir. 

Q. Are you disputing it in this case -- 
that they did not credit the revenue? This is specific. 
Are you disputing the pai tway*s statement to this | 
Commission that they credited the revenue for non-grain 
traffic? 

A. This is the method that. the railway 
has said it has used. 

Q. The Canadian Pacific?. 


‘A, This is the method the Canadian Pacific 
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has said it has used. I am not disputing anything with 
anybody. I am saying we have not had an opportunity to 
examine how this was done. In every case where we did 
examine what was done, we found dobinie deficlesces. 
Therefore, it is my conclusion if we had looked into this 
we might very well have found deficiences in respect to 
this. 

Q. In every case you looked into you found 
deficiencies. That is your statement to this Commission? 

A. I will amend that and say in a great 
many cases. | 

Q. Well, one of these areas in which you 
say you found debikeudsake Mr. Banks, -- maybe this is 
a good time to take a good look at it. I am just going 
to take an example to deal with the witness's evidence 
to this Commission. 

Would you look at page 16 of your memorand 
to this Commission: nipongndte No. 2? 

This is transcript, volume 116, page 19221. 

Here, the witness is dealing with "freight 
car depreciation". It is your position, Mr, Banks, that 
investments in freight cars is determined by intensity 

of use rather than volume of traffic. Correct? 

A. I did not say that in here, sir. 

Q. Yow did not say that? 

A. No. 

Q. Is it your position? 

A, No. You have stated it in general 


terms as my position. I said, Mr. Sinclair that we 
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examined the C.P.R. experience with respect to this 
matter and we found that with respect to C.P.R. the car 
day or ownership patern of its fleet does not appear to 
be directly or positively related to traffic volume 
fluctuations on the basis of the last thirty-five years 
OF GC. P eR. "a experience. 

Q. So that, in so far as Canadian Pacific 
is concerned, it is your position that investment in 
freight cars is determined by intensity of use rather 
than volume of traffic? 

A. I'did not say that, either. 

Q Is-it your position that because there 
is not the co-relation between volume of traffic and 
investment in freight cars that you have treated that 
portion freight car depreciation referrable to car miles 
as being variable, and that portion of freight car 
depreciabion referrable to car days as being constant? 

A. If I/understand you correctly, I think 
you have expressed it as we have done it, yes, ety; 

Qe Now, to support your conclusion that 
investment in freight ¢ars on Canadian Pacific is not 
related to volume of traffic you. prepared two eharte: 
correct? 

A. ‘I did. 


/ 


Q.' And these are set out in volume 116 of 
the transcript, at pages 19249, 19250, and they are 
designated charts l and 2 attached to the memorandum No. 


2 presented by the witness. 


Now, when you presented this to the 
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Commission you corrected your equation on chart 1? 
A, That is correct. 
Q. What is the cause of that correction? 
A. A clerical error. 
Ga A clerical error. 
Now, what chart 1 depicts, Mr. Banks, is 


a time series analysis over the period 1928 through 1958; 


correct? 
| A, 1924, 
Qc Qah through 1958, yes. 
That is what it is -- a time series? 
A. That is correct. 
Q. 1924 through 1958. 
Now, what you have done on this chart 
-- if I understand it -- is to en a direct co-relatio 


between car miles per car owned and millions of loaded 
freight car miles. That is the first being along 
the " Y " axis, and the second along the "X" axis, 


of this chart? 
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A. We made no assumption, we simply . 


plotted the experience to see what it disclosed. 

Q. Well now --- 

A. You suggested a moment ago that we 
assume a certain soprelation and my answer to that is 
that we did not make that pssumption, At the start 
we had no idea what the statistics would disclose. 

Q. What you did was assume that thousands 
of car miles on per car owned and millions of road 
freight.car miles were correlated or else you would 
not have put ihe Ne staee 

A. I am afraid I cannot agree with that. 

Q. You eannot? 

Ay No. 

Q. Well then, in any event, you came to 
the conclusion that there was a correlation? 

A. That is correct. 

Q. And the conclusion was based on data 
depicted on this chart 1 and on chart 2? 

A. Yes, sir. 

Q. Now, on chart 1, as this is a time 
series analysis and what you are doing here is simple 
regression -- correct? 

A. Correct. 

Qe How did you make certain that there was 
not a major factor causing the apparent correlation 
which is not being measured? 


Ae. We had this chart shown to a mathematica 


statistician and we-said to him: "We are not mathematical 


statisticiuns and you are so will you tell us if there 
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is any technical statistical deficiency in these 
correlations as shown on charts 1 and 2?" The answer 
to that was "no, there is not", 

Q. That is the way you satisfied yourself? 

A. Yes, sir. 

Q. Well, let us see if we can look at 
this and see, You will agree over the years 1924 
to 1958 that technology has been moving through time? 
A, I will agree to that. 

Qe And there has been improved technology 
in ears on the Canadian Pacific Railway? 

A. I am afraid we have not investigated 
whether or not there has been improved teehnology on 
freight este on the Canadian Pacific Railway. | 

Q. Has been improved technology in such 
matters as train speeds? 

A. Yes. But I do not see how that has | 
much relationship to this, frankly. 

Q. There has been some improved technology 
with regard to train speeds with the Canadian Pacific 
from 1924 to 1958? 

A. I will accept your suggestion but I 
have not checked it. : 

Qe You have not checked it? 

A. No, I have not. 

Qe Would you be surprised if it did not 
exist? | 

A, I suppose I would be, yes. 

Qe Now, in doing a time serles analysis 


such as you have done would you not agree that you 
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have to make certain that technological changes are 
not a factor in gtving you the result? 

A. I think your own witness said it is not 
important. 

Q. Never mind about what my witnesses said, 
Ll want to have your answer, 
| A, I happen to agree with your witness in 
this particular matter. Technological change is not 
Significant but we did not merely accept Dr, Edwards! 
word for it, we conducted an independent examination of 
ets own and we concluded that it does not alter the 
finding that we are making here whether or not the 
freight cars are new type freight cars or old type 
freight cars, the fact remains that the fleet is a mix 
of both old and new and cars of intermediate age. The 
fact remains Ghat whatever age the freight cars may 
be — are used more intensively with ean increase in 
traffic. Canadian Pacific own freight ears, in the 
freight cars on the Missouri line or the New Haven or 
the Texas-Pacific or the Gulf Coast lines, the Canadian 
Pacifie uses its own cars more intensively as traffic 
Increases « 

Q. Well now, to arrive at this conclusion 
that you have done with these two charts, the first 
chart is to show that intensive use rather than car 
ownership is the way traffie volume is met with 
Canadign Pacifie and it takes two charts to show this? 

A. Gorrect. 

Q. Now, just for the moment would you turn 


to chart 2 which is inter-related in your computation 
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and the first question I would ask you about that 


is: do you think that here that the seatter of your 
data indicates linear-relationship? 

A. It indicates that there is no positive 
variation of car ownership with traffic volume, That 
is the signifieant indication of this chart. The 
answer to the question as you phrase it is irrelevant 
to what this chart shows. | | 

Q. Well, you may think it is irrelevant 
but maybe you could answer me: do you think the scatter 
of the data on that chart indicates a linear relationship 

A, if I might quote a very knowledgeable 
railway man I would say I know this, that it is always | 
a job of a man of knowledge to shatter the {1lusion of 
@ person who relies on statistics. 

Qo Just a minute, I am asking you a question. 
Looking at the data on chart 2, do you think that its 
seatter indicates a linear relationship? 

A. A limneaz relationship can be computed 
but it is probably a meaningless linear relationship. 

Qe Is this trend line which you have put 
on here fitted for these squares? 

Ae Yes. 

Q. And is it fitted in accordance with 
the equation that is set out in the chart, Y°. 
equals 34.5 million -- did you consider a pattern of 
the residuals arising from this regression? 

A, Mr. Sinclair, we feel that this is 
an irrelevancy and I will stand on that. You can ask 


me as many questions as you like and I will be as 
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responsive as I can be. The questions as to the 
mathematical nature of the line we have drawn are an 
ipainiads no matter how the line was drawn or how 
the scatter might be, it clearly reveals just one 
Significant fact and that is thst Gmadian Pacifie's 
car ownership does not increase with traffic volume, 

Q. Have you got a good memory, Mr. Banks? 

As Some people think so, 

Q. Do you remember appearing in the United 
States before sbhe. ICC where you abtentpted ‘with ig scatter 
diagram to prove that freight claim expenses were not 
in any way accounted for by increase in prices? 

A. Freight claim expenses? 

Q. Of the railways were not a reflection of 
an increase in prices? 

A. No, I am afraid I do not remember such 
a relationship. 

Q. Well, let me come back to this --- 

MR. MAURO: Is it being left there? 

MR. SINCLAIR: If he cannot remember then I 
cannot ask him, 

MR, MAURO: You could correct his memory. 

MR. SINCLAIR; QI suggested you attempted 
to show in ex parti 206, with freight claims experiences 
of the United States railroads that price increases in 
the commodities being carried was not a factor in their 
increased claims experience. 

MR. FRAWLEY: My friend is an experienced 
counsel and surely he is going to do something better 


than that. 
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MR. SINCLAIR: I was prepared to drop it when 
he said he didn't remember it. 

MR. FRAWLEY: If he did not remember it you 
went along and talked about 206. 

MR, SINCLAIR: I did that atthe request of 
counsel, Do you remember this, Mr. Banks? 

A. I remember making an analysis in 206 
which bore some faint’ resemblance to what was described 
but nothing relating to freight ¢iaims as such. 

Q. You did not? 

A, No. 

Q. I am asking you with respeet to chart 
2 to tell this Commission what is the R@ and what is the 
T value of the coefficient? 

A. Well, I will tell the Gommission this in 
answer to your question: we asked Dr, Bexbz, "Is it 
significant to compute the R@ or the T value for this 
relationship?" . His answer, and of course this is 
hearsay but I can only repeat it now since Dr. Bortz 
was not asked about these charts - "That type of 
equation is an irrelevancy to what you are trying to 
show here". That is not an element to get a goodly 
fitted linear regression for this chart. We are not 
doing it the easy way, we are doing it the hard way, 
and we are trying to show what cannot be true, namely, 
that there is a positive increase in car ownership 
by the Canadian Pacific as its traffic volume increases. 
Charts 1 and 2 are mutually interdependent. The 
Canadian Pacific gar fleet can be as a rubber band 


and when traffic expands the rubber band expands and is 
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pulled about and each freight car is run at a faster 


pace than when traffic is at low levels, If this 
is true then it is not necessary for the Canadian 
Pacific to buy cars every time its traffic increases, 
not only every time but over the long term, We 
measured this over a period of time as long as the 
loading of a freight car which is by any ordinary 
standard or any extraordinary standard a period long ° 
enough for the Canadian Pacifie to have adapted its 
capital, its polietes and personnel to ehanges in its 
anticipated idabere warcael £ sigpuay $6 you that 
these charts demonstrate that Canadian Paeific has 
not altered its car ownership requirements to meet 
traffic volume, instead what it has alfvered is thé 
intensity of use to which it puts these cars, 

Qe That is your answer? 

A. Yes,.sir. 

Q. Would you now take a look at this chart. 

THE CHAIRMAN: No, 1 or No. 2? 

MR. SINCLAIR, Q: It is No. 2, The point 
you plotted, 1928, will you join 1928 and 1938? Just 
join the two points, Does that give you a line of 
positive slope? | 

A, Yes. 

Q. Would you join together the six years, 
the top part of the chart being 1924 to 1928 with the 
years 1933 through 1938 and average them roughly and 
draw the two average points together. Does that give 
you a line of positive slope? 
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C.P.R. has said, you ean do anything with numbers, 


Q. Well now, Mr. Banks, I ask you a question: 
does that indisate a line of positive slope? 

A, In the way that you have laid it on it 
gives you a line of positive slope. 

Q. Ail right, I aubceas to you that this 
data that you have here, cpart ay ean thee a. 
groups each of which, if you fix a Nea pe ea not 
support the line of negative slope that you put into 
this chart 2. Take the years at the top of the chart, 
the group 1924 through 1938 and if you fitted the line 
across on data I suggest to you it would be nUervental. 
Do you agree with that? 

A. Roughly, yes. 

Q. If you took the 1930's to 1940's and 
put a line through chat data I suggest to you it would 
be perpendicular? 

A. That appears to be approximately correct, 

Qe And if you took the balance of your 
data, that is the years 1941 to 1958 and fitted a=" 
line through that group of data you would have a line 
of positive slope? 

A. Well, I am not certain about the latter 
but you may be correct. 

Qe And I suggest to you that by grouping, 
as I have suggested to you and we have just discussed, 
that this indicates that freight car ownership has 
been adjusted to traffic volume by looking at the fall 
off in traffic between the late 1920s and down through 


the 19308.. 
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A. I suggest you cannot reconcile the 
conclusion that you are drawing from this exercise 
we have gone through with the data shown in chart l. 

Q. You Said they were completely inter- 
related and I am asking you -- I agree with you they 
are completely inter-related, charts 1 and 2, but I 
am asking you that when you have a completely inter- 
related set of data that if one of the inter-related 
pieces of data is wrong then, of course, I do not have 
to deal with the other, 

A, They are inter-related on the basis of 
mutual exclusivity. | 

Q. You are suggesting they are related on 
the basis that they are mutually exclusive? 

A. JI am suggesting if chart 1 is true ‘then 
chart 2 cannot, if the data ~= the data shown in there 
cannot have a positive slope. If you will permit me 
to expand on this: if you increase the use of your 
ears, if business gets good, whiy then do you have to 
buy more cars to accommodate increased business? 

It does not make sense and this chart demonstrates that 
in our judgment if you have a certain volume of traffic 
and that volume of traffic requires you to operate 

your cars ten miles a day, your traffic increases ee 

@ level double that at which it had previously oes 
experienced and you run your cars twice as fast then 
you do not have to buy any more freight cars. This is 
exactly or au atiis what Canadian euetaueatternen 

has been over the years. Both of these charts confirm 


this conclusion in my judgrent. 
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Q. Say the size of the cars was twice as 
big and the trains were moving twice as fast, under that 
kind of basis do you think you would have any cars at 
all? 

A. I do not think that the size of cars 
has any particular alteration of the conelusion you 
would rere We checked into it and Ihave tried, 
in this data somewhere a graph which demonstrates this 
fact and if you like we can try and dig it out for you. 

Qe. Iam only interested in the data you 
have put before the Commission and I am going to 
suggest this to you: is it your viernes Canadian 
Pacific iis got enough normal retirements of freight 
ear equipment in a yard to adjust by non order that 
traffic volume? 

A. I am SOrry » I do not understand that 
question. | 

Qe I will put it this way to yous what 
do you think isthe normal retirement of boxears on 
Canadian Pacific:through mishaps and age? 

A. Number or percentage of the fleet. 

Q. Number? 

A. I really do not know. 

Qo Well, there would be someé, 

A. Oh, undoubtedly there would be some and 
there would be replacements. 
| Qo And it would be a meaningful figure? 

Ax Perhaps it may mean different things to 
different ‘people. | 


Qo And the Canadian Pacific each year has to 
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decide whether it is going to buy replacements for 
these cars destroyed through mishaps or they run through 
their age cycle; they have to make that decision? 

A. My suggestion --- 

Q. Do you agree? 

MR. MAURO: Answer in your own fashion. 

THE WITNESS: All right, yes. 

MR. SINCLAIR, Q: In making that decision 
as to whether they will replace cars that retired 
through mishap or age cycle, they have to take into 
account the volume they are now carrying, do they not? 

A. Yes, I would think that is true. 

Q. And they have to make allowance for the 
carrying capacity of cars and the speed with which they 
can move over the road and how it will be possible to 
handle the donmiee 

A. Well, the data shows, irrespective 
of the decisions that may have been made that over the 
years the decisions that were made were to the effect 
shat the size of the fleet would not inerease despite 
the fact that your traffic today is substantially 
heavier than it was at the beginning of the period 
that we analysed. | 

Q. To a statistician, a cost analyst or 
a practical man I suggest to you the very fact that 
your data showed you that should have made you, I 
suggest, wary as to whether you had group data that 
was not truly presenting a linear function, would you 


agree? 
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A. Insofar as chart No. 2 is concerned, 
certainly there is no linear function, but by the same 
token there is also no linear function as to car 
ownership on the C.N.R. This'is exactly the point we 
are trying to make. If you cannot prove a positive 
linear function you cannot assume it to be linear cost. 
In the Srewnit study of out aeivaia what is not shown 
to be variable is treated as constant. This is what we 
have done, | 

Qe Logik at chart No. 1; I suggest to you 
it does not take much to show you by casting your eye 
on it in the. group of the year; this was brought to your 
attention when you filed it by. mynelt, that you have not 
got a random distribution in ae residuals, that you have 
not in approaching that assessment considered the pattern 
of the cae tancie or you would have discarded this graph; 
do you agree? 

A, Again I hope this very’ knowledgable 
railway man... | 

Q. Do you agree? 

Bo. . nein. WO said, "Are we not up against 
this problem, that no matter what statistics tell us 
we have to test that -- the statistical answers -- by 
what we know?", and what we know, or what you folks have 
called the "K" test, indicates that when you use a car 
more intensévely you do not have to buy stidther one to 
do work on the same basis as obtained at low traffic 
volume levels. 


Q. That may be, but my question to you is 
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\ 


that technology working over this time in the railway 
industry where you correlate thousands of loaded car 
miles per car owned without giving weight to that change 
in technology will bring out a wrong answer, and the 

way you check it is by looking at the pattern of the 
residuals and the grouping of the years will show you hav 
not got a random distribution of the residuals. You have 
gt groups; do you eeaay 

A. No, I do not agree. 

Q@ Mr. Banks, you agree that the railway 
fleet is made up of a number of individual units? 

A, Yes. | 

Q. And that the destruction of a number 
of those units, or a part of that, does not destroy the 
fleet? 

A, Agreed. 

Q. And in this regard it is entirely 
different than a unitized structure such as this 
building we are in today? | 

A, Not entirely different because the 
fleet is an entity in the way you folks have treated it 
in your cost study, and in attempting to analyze this 
we have treated it the same way you did. We treated the 
number of freight cars as @ whole and not by individual 
unit, and I have here this chart I have keen searching 
for --=- 

Q. Would you let me finish this question 


and I will then give you an opportunity to refer to the 


chart. My question to you is this, that the freight car 
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fleet of Canadian Pacific is made up of a number of 
individual units? | 

A, Lb 18;. yes, 

Q. And the destruction of a number of 
those individual units does not destroy the fleet? 

A, Correct. 

Q. And in this respect it differs from 
a unitized structure like a puilding where a destruction 
of a part of the building materially affects the 
building -- it affects the whole unit; correct? 

A. All right, we will accept that. 

Q. Now, you wanted to refer to some chart. 

A. . Yes, a chart which we prepared but 
which we have not reproduced, but you may look at it, 
of course, in which we have plotted the relationship 
between loaded freight car miles per ton of capacity 
only against traffic volume measured the same as on 

| charts 1 and 2, and it again confirms what I assumed. 

Q. Is this a bi-variance analys{s 
again? 

A. Again. 

Q. Is this an attempt to measure 
technology? 

A. Yes. 

Q. Where is the train ppeed, so you can 
get the technological working to size and speed?. 

A. You are suggesting that we with our 
very limited resources do the type of analysis that 


Canadian Pacific was content not to do. They just accepted 
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the conventions of these matters and did not make any 
investigation whatsoever, and when we make an 
investigation, then you are suggesting we did not do it 
properly, and maybe we did not do it properly; but we 
certainly tried hard, and you folks just accepted what 
has been used over the years without any question 
whatsoever. 

Q. Mr. Banks, I suggest to you that the 
way you could have tested it and to hold technology 
constant was to do a cross-section analysis over a 
number of railways? 

A. You said this morning -- 

Q. Would you agree? 

A. It was not possible to do that. You 
said this morning in answer to onsets I said that you 
preferred to stick to Canada, and in every case where the 
cost analysts for the provinces and the grain trades, in 
those few cases were required to use United States 
analogies such as the one we employed in connection with 
the rail communication expense, you Gh fected and said 
this is a Canadian study and not a United States study. 
We made a substantial effort to confine our analysis to 
Canadian experience and not United States experience, and 
I suggest to you, sir, without going further on this 
same line, when it came to analyzing the United States 
experience on road engine repair you rejected this 
completely. Your analyst made in his famoub green book 
an analysis of road engine repair in which i found there 


was a substantial element of constancy. 
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2 Q. Our es made | in his fanoudy green 
3 book ...? - | 

4 AY SEG, Bix, | . 

5 Q@. You mean Dr. Ford K. Edwards? | 

6 A, No, I have both =a | 

7 ®. Oh; I aid not know that was,a green 


g|| book. TI theught that was a red book., 


t 


9 A. Well, I beg your pardon: the green- 
° s ' . | 

10| jacketed book, and the red book. | 

11  @ Yes, that is right. 


12 A, In this book it 1s shown that by a 


13|| cross-section analysis of the United jStates pet seca 
14| technology there is a substantial constant element in 
15| road engine repair. However, when if comes to Canada 
16| the C.P.R. says, "We are not mer ey ed in United States 
17|| experience. This is a Canadian study. Our road engine 
1g|| repairs are charged out on a eee mile basis", and 
19] run-out miles are obviously comp le ely variable with 


90|| the traffic. So, when it comes to road engine repair 


91|| we accept the Canadian experience, of course. However, 


22|| when it comes to freight cars, there we must reject the 


93|| experience in Canada... \ 


24 MR. SINCLAIR: Ney Chairman --- 

25 THE WITNESS: vay 9p2 turn to the United 
96|| States. | 

27 MR, SINCLAIR: I mst say, if this is 


c 


28 || an answer to the question I put I am very much surprised, 


o 


99.| and I am asking the Commission to ask this witness to 


30 | try to be responsive to the question. 
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2 MR, FRAWLEY: I do not know whether this 

3| is for the record or for some other purpose years from 
4) now. 

5 MR. SINCLAIR: It can be taken aff the 

6| record. 

7| MR, FRAWLEY: I think it is better to have 


8) that sort of remark off the record, 


9 MR, MAURO: If my learned friend would 
10| confine himself to the cost conference we would have 
11| coneluded this cross-examination -by now.. 
12 MR. SINCLAIR: Well, I would like the 
13 witness to be more responsive. 
14 MR. FRAWLEY: I protest. That is not fair. 
15| If that is going on the record, then I ‘digit my remark 
16 on the record that I challenged my friend. The witness 
17|| indicated, not only by wit but by the way he addressed 
18| himself to counsel that he was trying to be responsive. 
19| My friend Mr. Sinclair ee basically a fair person. 
20 MR. SINCLAIR: He is always a. fair person. 
21 "(THE CHAIRMAN: Put the question, and if the 
22|| answer has to be long it will have to be long. 
23 MR. SINCLAIR: di at it my not have to 
be ong. 

| Q. Let me ask you this: --- 

MR, FRAWLEY: Well, are we just using 
pages up in the record. He is being sincere about it, 
Mr. Sinclair, surely. 

MR, SINCLAIR: I am not going to start 


questioning people's sincerity. 
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Q@. Mr. Banks, you made reference to 
an element of constancy in locomotive repairs as made 
reference £6 ee the book of Myer 4wick and Stenason? 

A, Yes, Oe 

Q. And I Wieccey to you that the reason 
that that was indicated was that there was what is known 
as major purchase maintenance because the data was tied 
into an age cycle that did not reflect repairs and miles 
of locomotives, and that had been accepted by all cost 
; analysts who have considered the data; would you agree? 

A. Ho, sir, I am afraid I would not. 

Q. Then I aa to you further, Mr. Banks, 
that what I suggested you do with respect to holding; 
the technology constarm, taking a canted ike analysis 
was a procedural test. I am not asking you to accept 
any questions of variability. I am asking you to test 
your hypothesis by looking at 4 cross~%ection ahalysis 
from data on other railways. Have you done it in regard 
to..charts. lor. 2? 

A. You are asking me to test particular 
data against the experience of eas railways which is, 
of course, something that the C.P.R. Bagledted to do 
with respect to road engine repairs, and in suggesting 
this is a study of Canada and not the United States you 
folks have made this abundantly clear, and we are quite 
in agreement with you and we cannot have it both ways. 

Q. Have you attempted to test the effect 
of technology by waking a cross-section analysis, which 


is the only basis, I suggest to you, where you can hold 
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technology constant if you cannot adjust for it? Would 
you agree with that -- that you cannot hold technology 
constant -- you ae 3) have to sie for it or do a 
cross-section oun kee’ of time series analysis; would you 
agree with that? | 

| A. I would answer that by quoting from 
this very enlightening treatise at page 40 of the 
Stenason, Zwick book, which says "Actually, the er ee Ss 
in the two types of analysis are likely to be mainly 
differences in degree." 

And at page 41 it says: "The real differenc 
between time series and vhews Saee pied cost studies will 
usually reduce to differences in ive number, kind and 
extent of changes in capital structure explicitly measure 
in the two analyses," 

This again, like all words, may mean 
different thingsto different people. To me it means 
primarily that if you take a long enough time series you 
are going to correct for the majority of technological 
factors or, in the alternative, if you make enough time 
series you will accomplish the same purpose. : 

Q. That is what you think you can do with 
the time series analysis, and then you Say you do not have 
to make an sijubiuexs for technology? 

A. I did not say you do not have to do it. 
I said in this case we were making a Canadian study and 
therefore, ae relied on Canadian experience, the same as 


the C.P.R. did with respect to road engine repair. 
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Q. I suggest to you, you could have relied 
on Canadian experience if you knew how to measure 
technology, and kde put it into chart 1 that your 
result would not have been the same; do you accept that? 

Bene HO. BL wnths 1 suggested to you, we made 
a time series measurement of technology cuaeea by a 
relationship measurement here involving the loaded freigh 
ear miles per ton of capacity only, and i result was th 
same, 

Q. But I suggest to you that you cannot 
do technology by eats only one element? Are you 
suggesting that the speed of trains over the! road is not 
a factor of technology in the railway industry and that 
it is not reflected in the intensity of car ownership? 

A. I suggest it has very little to do with 
ear ownership indeed, yes sir. 

Q. We have your opinion, thank you very 
much. 

I think you have stated in one of your 
earlier answers that to be taking one part of freight 
car depreciation to be variable and the other constant 
is not in accordance with any of the conventional methods 
of treating this expense account? 

A. Yes. 

Q. Now, maybe I can return and handle 
this memorandum of yours on the basis of starting at 
the beginning of it, but rather than do that now, maybe 
we could take the recess. 


THE CHAIRMAN: Yes. 


--- A short recess . 
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THE CSATRMAN: Order, please. 


MR. SINCLATA, Q: AS page 2 of your memorandu 
designated memorandum No. .2 -~- this is at volume 116, 
page 19207 of the eae ie -=- you said: 

| "Tie vealistic objective of railway 
costing is to establish a reasonable 
identification between traffic and cost." 
And later on that same page, you say: 
"The intents of Manitoba and Alberta 

is to advance estimates which refine those 

submitsced by the railways." 

Those extracts that I have taken from your submission 
to this Commission, Mr. Banks, state the objective 

of railway costing and che intent of the suggestion 
you are putting before this Commission? 

A. Yes, Me. Sinclair. 

Q. Now, the first refinement I wish to draw 
to your attention is im regard to track maintenance 
expense, and you deal with this Foner the bottom 
of page 4 of your memorandum No, 2, and this is found 
in the transcrip’ volume 116, page 19209 and following. 

| Me, Banks, your appraisal of mintimum track 
maintenance expense resulted in the development of 
a figure of $742.52 per mile, and that is set out at 
the top of page 6 of your memorandum? 

A, Well, there are two figures actually 
involved, Mr. Sinclair. 

$742.52 is the basic unit eost of road _ 
maintenance and @* 9reciation per mile of track, and 


$947.46 is the estimate of irreduectble size-related 
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track maintenance and depreciation costs which included 
several of the associated or related accounts. 

Q. The difference, surely, Mr. Banks, is 
that the minimum traffic ddpreciation expense is the. 
figure, $742.52, and the other figure merely adds to 
it overheads, such as pensions, and matters of that kind? 

A. Not only that, but other -- superintenden S» 
fences, snow sheds, signs. 

Q. Well -- but in this figure of $742.52 
you include labour and material, ineluding, for instance. 
foremen for the maingwhance of a track so that it is 
in a position to carry traffic, but does not reflect 
the maintenance required by traffic? 

A. I think that is right, yes. 

Qe Now, in maintaining track so that it is 
in a position to carry traffic we can agree, I take it, 
that weather, such as the amount of heavimg on account 
of frost, attracts minimum track mainsenance expense ? 

A. No. I am afraid we cannot agree to that 
~- not in the sense in which these costs have been 
arranged for the purposes of this study. 

Q. <I suggest to you, Mr, Banks, that such 
items as erosion of sub-grade, lining and surfacing — 
as arising from frost action, removal of vegetation 
such as weed and brush, ditching, clearing crossings, 
cleaning now from switches -~ these, and of like 
type are matters that have to ‘ss reflected in the 
minimum track expense if you are looking for the 
cost of having a line in a position to carry traffic, 


but not reflecting the effect of traffic on the track 
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structure and the maintenance required by traffic? 


A, I agree with you, and I think that 
we have taken care of these costs in our computation 
thereof. 

Q. Do you agree, Mr. Banks, that in arriving 
at minimum track maintenance expense to keep the line 
in a position to carry traffic, but without reflecting 
the effects of traffic on maintenance, that if you 
look at line abandonment data you would have to make 
certain that you were not dealing with data that had 
involved in it deferred maintenance? 

A. In looking at branch line abandonment 
data, such as you describe, we were guided by the 
general dictum laid iaehin Dr. Ford K, Edwards in his 
exhibit T1635 in the Transcontinental Divisions Case 
in which he said, and I quote approximately: - 

"Branch line abandonment data afford 

a very valuable guide to the level of 

irreducible track maintenance costs." 

Now; that is not an exact quotation, However, 
we can get the exact quotation if you prefer it. 

Qe It is your recollection of it, and may 
I ask you the question now, and please could you answer 
it,. that in looking at branch line abandonment date 
and using that to arrive at minimum track maintenance 
expense, you have to make certain that you make an 
allowance for deferred maintenance if deferred 

maintenance in fact is a figure? 


A. Sir, we do not use that for the purpose 


that is suggested by your question. We developed 
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an independent engineering system which includes the 
elements that you previously mentioned of erosion of 
Sub-grade and highway crossings and weed elimination 
and so on. 

Qe Pardon me, Mr. Banks. Don't always 
assume that I am attacking something that you have done, 
until I do attack it. 

A. I have been under a very unfortunate 
illusion, sir, and I apologize. 

Q. I will put the question to you. If you 
are going to use branch line data in abandonment cases, 
you have tos if there is aerbvbel maintenance in fact, 
in looking at minimum track maintenance expense, make 
allowance for that deferrment,. I am asking you if you 
agree? 

| A. Sir, I cannot give a yes or no answer, 


but I will try to be responsive if you will permit me 


We made quite a study of these two documents, 
and I am sure you recognize them. They provide for 
the maintenance Shee Boas of these two railways, and 
they set up certain standards. 

MR. COOPER: _ Perhaps you could indicate 
the exact title of the two documents to which you are 
referring, Mr. Banks. 

THE WITNESS: Yes, sir. 

MR. SINCLAIR: Maintenance of way rules, 
Canadian Pacific and Canadian National, is good enough, 
I would think. 


YHE WITNESS: Yes. 
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MR. SINCLAIR: Everybody knows what that 


means, without putting the whole thing on the record. 

THE WITNESS: Yes, These documents provide 
for certain standards of maintenance aie saat 
assumptions which are not stated. 

It is our view that the deductions as to 
minimal maintenance that an engineer wight make from 
a review of the Canadian Pacific maintenance of way 
rules would lead one to a higher standard of 

amainfenance and to a greater expense for track 
maintenance than is actually required on a minimum 
PrreductbTe track basis. And this is simply because 
Canadian Pacific, as a well run railroad, maintains 
its track more expensively ne toa higher standard tham 
some railroads which do not have the Canadian Pacific's 
financial resources. 

Qe You mean by that that Canadian Pacific 
wastes money on its track? | 

A, Oh, not at all. I am saying that what 
Canadian Pacific considers to be a deferred standard 
of maintenance is the normal operating routine of an 
‘engineer who does not know from one year to the next 
whether his budget is going to be $20,000.00 or 
$30,000.00. 

Q. Well now, maybe I am beginning to 
understand you. I think we are in agreement, then, 
that in looking at branch line abandonment data if 
there is deferred maintenance thafi has to be taken 
into account in looking at minimum track maintenance 
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A. Sir, we would -- I would agree, it has 
to be taken into account. But the way in which it is 
taken into account by a Canadian Pacific engineer of 
track, say, would be different than the way it is 
taken into account by the engineer of track¥ 
of the Tremont and Guif Railway or of the Camas 
Prairie Railway, or of any of the numerous short lines 
that we have in various parts of the States a Se 
on minimal maintenance budgets. 

Q. Yes, and minimum track maintenance 
expense will be higher, I think you will agree, where 
climatic conditions require more work by maintenance 
forces and more hand work than where weather permits 
mechanization to a higher degree? 

A. It would undoubtedly require more hand 
work, but your question verges on one of the most 
interesting areas of railway technology, and one of 
those which is the least explored, 

You:s folks, in your cost study, have defined 
minimum track maintenance as a term which is synonomous 
with size-related costs, and I sut@mifoto you that 
glimate has nothing to do with the scope of the Canadian 
Pacific Railway. I believe it has more to do with 
geography and the fact that you operate in a northern 
latitude. 

Q. Well then, you would expect minimum 
track maintenance in a northern latitude to be higher 
than in, say, for instance a railroad south of Chicago? 


A. Conceivably it may be. 


Q. Well, if you were looking at data --- 
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A, Excuse me, I think we are together on 


this. But part of this minimum might be what you 
have called size-related, and part of it may be what 
we have called geography. 

| Qe So that, if you take data from branch 
line abandonment cases in the United States, you would, 
first have to look at where the railroads are; correct? 

A. Yes, sir. 

Q. And then you could, of eourse, by taking 
a number of different railroads in the United States, 
and weight them out from the mileage involved in the 
application arrive at a weighted average cost in these 
abandonment cases? Correct? | 

A. I believe that is correct. 

Qe And then you would look to see if the 
ICC in their determinations and in the presentations 
in those abandonmen’s eases had found deferred maintenance! ; 
eorrect? 

A. I would like to bring to your attention, 
sir, that there were branch lines and main line 
trackage in this group of abandonment dockets that we 
are talking about. 

Q. Yes, but whatever it is -- if it is 
main line, branch line track, or branch line from 
branch line track -- my question is, having arrived 
at the figure, you would then have to take a look 
to see whether there was deferred maintenance found 
in these situations and plush your figure by some 
factor for deferred maintenan ce? 


A. You would certainly have to look at 
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whether there was deferred maintenance, but before you 


did that you would have to define what constitutes 
Geferred maintenance. Is it on the Canadian Pacific 
basis, or on the Tremont and Gulf basis, or on the 
Live Odk, Perry.and Gulf basis? 

MR, FRAWLEY: ‘The Chairman is on deferred 
inpintenance. I know that from experience, 

THE CHAIRMAN: Oh, it is very old. 

MR. SINCLAIR: I don't know what that 
interjection by my friend was meant to convey. I 
Will read it in the transcript and perhaps I will 
understand it then. 

MR, FRAWLEY: When you read it in the 
aes ipelryes >; yon wit perhaps understand it. 

MR. SINCLATR: Whether Mr. Frawley is just 
obfuscating something which he does not want the 
Commission to understand, or whether he is trying to 
be helpful, I do not know. 

MR. FRAWLEY: I have to add the name. of Sam 
hilly to that to-make it bompreheusives 
? MR. SINCLAIR, Q: All I will say to the 
witness is this, that you produced certain data which 
you listed as the number of railways dockets, this 
document which I am showing to you? 

A. Yes. 

Qo I have weighted out the total railway 
mileage there and the branch main track; that is, the 
main track of the branch line, not taking into 
account the side tractss of the branch line, and I come 


to a cost there of $294.00, That is on a weighted 
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saverage, weighted by the miles of track. 


A. The figure you give me corresponds 
toa $992.00 figure that we arrived at, and this 
$2.00 difference, illustrates the kind of differences 
we have been having at some length in this activity. 

Q. I have just run these down roughly. 

If L want to put it “through a machine --- 

A. The average costs per total track 
mile side track and main line together is only $955.00, 
and further than that this list is an incomplete 
list. The list of 88 cases which was the complete 
list I have with me now. I did not have it when I 
was at the cost conference, It will reveal an even 
lower figure. 

Qe Let us go on the figures that you did 
produce}, for on to look at. You got. $992.00; I got 
$994.00. 

A, Per main track, Per main line track mile 

Q. Per main line of branch line? 

A. Correct. 

Q. Yes, it is not main lines at all. You 
are dealing with branch lines throughout here? 

A, We are getting into the code of 
operating rules, It is main line. It is main line 
of what is in the economic sense a branch line. 

Q. This is headed "Miles of branch main line’. 

A, Fine, We are in agreement. 

Qe And I suggest to you that in the data 
that you produced there is some four odd miles shown 


on your data on which there has been found deferred 
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maintenance and a cost associated with the rehabilitation 


of the line so that it could carry traffic? 

A. And I suggest in return, sir -- 

Q. Is that correct? 

A. I do not know. I have not analysed it, 
but I have analysed it to the extent of finding that 
when the individual dockets are analysed there are 
statements by those who answered the questionnaires 
that costs were over-estimated since, in many instances, 
siding trackage was not used in computing the cost 
per mile of track. 

Q. This is the data you gave us. I am 
saying to you on the data you gave us you showed in 
ene colunm ‘estimated rehabilitation cost". I have 
calculated it at a little over 400 odd miles. 

A. Surely you must understand that I did 
not show any estimate of rehabilitation cost. This was 
an estimate made by a different engineer is every single 
docket, All we did wag to gather the data in an 
attempt which we hoped wdé@ld be helpful to the members 
of the Commission and their staff. 

Q. Yes. Well, maybe, Mr. Banks, and all I 
will suggest to you is that if you take this and just 
take a sample average based on those 400 odd miles, 
‘the estimated cost of rehabilitation due to deferred 
maintenance comes too close -= it FS little under 
$6,000.00 a mile? 

ay Well, Mr. Sinclair --- 

Q. Have you made --- 


A, Surely, as a person who is knowledgeable 
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of transportation matters, you will appreciate that 
the railways in seeking to abandon these lines would 
not estimate these costs of rehabilitation at a low 
level. They wished -- it was their job , the job of 
their engineers to help their attorneys to get rid of 
--to shuck off, so to speak, this dead wood from their 
lines. Consequently, they were not going to estimate 
the minimum the job could be done for, but rather 

what it would be done for if it was done for Canadian 
Pacific's high standards. 

Qe That is your appreciation of the way. 
engineers operate in abandonment cases? 

A. This is my appreciation of the way some 
of them operate in abandonment cases. 

Q. Well, let me ask you this: of these dockets 
that we have been talking about, and the lines of 
railways that they involve, which show for the main 
track of the branch lines a weighted average cost, 
minimum cost of $994.00, with the certain amount of 
deferred maintenance, I suggest to you that an examinatior 
of the dockets will show that more than 50 per cent . 
of the mileage involved is south of Chicago. Would 


you accept that knowing the docket? 
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A, I am not familiar enough with these, 
dockets but it may well be true. However, the important 
conclusion that one ought to draw from this data perhaps 
is contained in this same Trans-Continental Divisions 
case examiner findings that we quoted this morning, I.C.C. 
No. 31503 where it is said aS of 6th December, 1960: | 

"The defendants ... further urge that 

'for application of costs based on 1956 

operations, a fair and realistic figure 

to use as the constant cost of maintaining 

a line of railroad is $989.00 per track 

mile.'" 

Then: 

"This figure is largely derived from return 7 

to questionnaires filed with the Commission 

in abandonment proceedings. The problem 
presented is highly technical and 
complicated. An authoratative solution 
would apparently call for exhaustive 
engineering research. -For that reason we 
are unwilling to accept the defendant's 
theories." | 

Now, this is the view that we share. 

Q. Would you agree, therefore, that lookin 
at titdecwies: cases in arriving at minimum track 
maintenance costs it can be:firaught with some difficulty 
of assessment. 

A, Dr. Ford K. Edwards has said that 


abandonment cases "provide a valuable measure of the 
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minimum (constant) maintenance costs on the very light 
density lines as to which abandonmgnt is sought." I agre 
with him. 

Q. You will agree that the engineering 
analysis is important and of assistance in arriving at 
minimum track maintenance expenses? 

A. Yes sir, and if I might add a bit. to 
that assent; we include in our computation of minimum 
maintenance cost a contingency factor amounting to 
$50.00 per track mile. This contingency factor, we 
submit, is adequate and more than adequate to take care | 
of the maintenance to highway crossings, of repairs to 
eroded subgrade and the type of thing &het, was not 
explicitly set forth in the work $aper we furnished to 
Canadian Pacific. 

Q. In the calculation of minimum track 
maintenance expense how much per mile do you allow tau 
the cost of track labour aside from labour for bh eatepore ? 

A. Well, to begin with we waa neldes and 
building labour and material and we would use Canadian 
Pacific data without any adjustment and come to a figure 
of $120.00 per mile. 

Q. My question is -- I am sorry, I am 
sure it is my fault that we get at cross-purposes -- my 
question was, how much do you allow for track labour, 
not B and B labour, track labour aside from tie renewal? 
How much do you allow on your figure for minimum track 
costs for track labour aside from labour for tie renewal? 


A, We did not have the numbers quite set 
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up that way. If you will wait just a moment I will see 
if I can give you a number. 

Q. Are you looking at working paper KB7? 

A, Iam not now. I have a figure which 
is similar to that. 

Q. The work paper that I have have before 
me which was given to me by our cost analyst which was 
given to them by you does not, I suggest to you -- work 
paper KB7 -- show any track labour except track labour 
associated witRiie renewal. It is shown as the second 
item on this work paper. If I am misintepretating it I 
will be glad if you tell me? 

A. . No sir, you have interpreted it 
correctly. My rejoinder to you uddia (ue that the only 
track labour that one could conceivably attaeh to 
minimum Standards of labour of track maintenance would 
be in connection with items that are provided for in the 
contingency of $50.00 per track mile which you will also 
note on work sheet KB/7. 

Q@. If I suggested to you that minimum 
track labour to maintain a line on Canadidn’Pacifie - 
ae it is able to handle traffic and not reflect any 
ayentenaass required by traffic was one man for six 
miles, approximately, would you think that would be 
satisfactory? 

As ey Wis: 

Q. You asked for certain information and 
it was supplied to you by the engineer of track of 


Canadian Pacific? 
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A. That is right. 

Q@. And you did not use his figures? 

A. No, as a matter of fact we used more 
conservative figures. Generally speaking, he gave us a 
38 year tie life and we used a 30 year tie life although 
there is data to indicate that 40 years would have been 
a nog uncommon figure. We cut that in half because we 
were trying to be conservative in the light of the 
definition of minimum standards of maintenance. 

Sis LT sated es you that your tie labour 
track costs as you chee caleulated it being the only trac 
labour cost in your 742 minimum pO ere a expense 
per mile is $227.00 odd, 

. A, And the $50.00 for contingencies, 
please do not forget that. | | 

Q. <All right, taking the contingency and 
adding it in that makes it $257.00. 

A. And please pide Gauia forget that 

other constant cost we have described as geography. 

Q. If you do cee mind, I am ee to get 
the numbers right off your exhibit. | 

A. All right, go ahead, 

Q. The figures I have given you for track 
labour you say are made up of $227.00 being track labour 
referable to tie renewals and you are putting the whole 
of $50.00 that you have for contingencies as a track 
labour expense, are you? 

A, Not exactly, whatever portion may be 


required. 


a be 1 aa | ». oe 
‘howe ey 7 ra Paw "Aro, 


na 


a no Seong oe ahd ‘ea: ton, BED: woe bak 


Ae oon Doay ew tos 0 aeetin 2 8. 
‘Soe Lon ' 


eo Si gy 2 9 ae | .aanined’ vitareneh pales 


‘ 


Pie 
will ehd s86y. OF Ss boas stiacancaie 8 


— . ities | oh 
GVA BLAGW BETSEY ir tent 


W.e8isoo°o Ilac af eage ail ow 


., SR fa edt 3o Joudd ood. ot every viene edt ot ante: > ve 
ain A rat | ae 
tG | . SUTERIIS a: es Bm ¥ t Bee ¥ Ss $e & otha ba % noté Jat 


St. 1 RD ey 


eit annoy. decd, sow G¢ Tae hf wt Chita ane 
wit ante OL Betalugsac ria vaell hahsbastitcang. 
{ 


4 J Ben' Ree a 
TALS AVSAS MLE gay SOY out +290 wo 


* 
» mas 


* Si OTT: OES eOLid ’ a4 7 On e 4 et etd Dirk. ie! ah 


tert toyret don ob pagel 


Gal & ala - mn % « ”" 
RSs ied Alm > ‘TOV 3 pt I ef fi Re 


erodauty Hadas, 
; ‘*) 


‘auodsi Aosud aantled 0G. 7Saa 1 oy ebam ote Yoa wort 
a ‘ 


bforw ada antidu@ o8 Boy Das BALM OML a 


ad. Yam tons on rian tin oe 


Kb f jae? ie. ve ; +f *} 
7 | by tk 
v. if . ; 15 Meats: 
4) 1 coe 
a way _ iy et 
ne, fee ; VA ey vi Ne 
ge a ae iN Perr Oy 


ie 


ANGUS, STONEHOUSE &co..tTto. Banks, cr.ex. 22387 
TORONTO, ONTARIO (Sinclair) 


Q. What part -- 

A. Would you care to suggest to me what 
was omitted? Here we are trying to cost something which 
is a matter of tMin air. If you have a specific element 
of minimum track maintenance which has been omitted from 
our computation than please tell me. 

| Q. I suggest to you you have Pailed to 

reflect in your figure anything for track labour expense 
except tie renewal and some factor in your contingency 
column and that in the light of the weather conditions 
in Canada such a figure of track labour for situ tke 
expense is completely unrealistic and may be as much as 
$300.00 and more short of what the Grad figure sheuld be.. 
I ask you if you would ag@me with that: suggestion. 

| | A, I certainly would not agree with it. I 
assume you are talking about lining and servicing track 


for frost heaves. 


| 


| 
Q. That is one of a number of items I have 


in mind. 

A. Will you specify the others? 

Q. The others would be cleaning crossings, 
for instance, checking switch points, checking bridges, 
checking rail and the normal work of the section forces 
. that they do to keep their track in operation to receive 
traffic but without refefenge to the traffic moving over 
them. 

A. Well, we are now in a @emantic morass 
which I fear surrounds this area -- to receive traffic 


but not connected with traffic. 
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Q. I am HOt interested when you say we 
are dealing with semantics. 

A. I say if you are maintaining track in 
anticipation of traffic then it is traffic connected 
which, by definition, is variable. I say if we have a 
figure for maintaining a certain crossing which amounts t 
$5.05 per mile of track --- 
| Q. Where is that in your figures? 

A. It is not in my figures. 

Q. Where did ee ey: it? 

A. I got it by an independent engineering 
estimate. 

Q. It is not on KB7?! 

A. No, it was developed subsequently when 
your cost analyst at the cost conference was good enough 
to suggest for us, in accordance with oe rules laid down 
for conference, what we had omitted. I further found out 
that there are intervals as great as 76, 74, 68, Lisp miles 
of line on the Canadian Pacific where there are not 
any highway crossings whatsoever and that where highway 
ATES exist that our figure of $5.05 is a very high 
figure in many, many instances. 

Q. One other item -- 

A, Are you going to give me a number to 
suggest some of the costs you have outlined are éxcluded 
in our figure or is the record to show only that you 
suggest that it is exclusive therefrom? 

Q@. Well, the $5.00 is not specifically 


excluded, we now know that. 
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A. Part of the contingency and on repairs 
to* eroded subgrade, we estimate that at $40.50 per track 
mile per year and that is also in contingency. 

Q. And for ditching? q 

A. Ditching is part of the repairs to 
eroded subgrade. | 

Q. You have included that? 

‘A Yes, as a matter of fact I personally 
have ridden a. pet. eeas since the last time I was in 
anche on which there has been no ditching done for 4s 
wate and there were open sections, cross- sete so big 
that you could almost put a cat into them. This railroad 
operated and it has thousand | ton road switching 
locomotives and was hand tae somewhere in the neighbourhoad 
of ho, 000 to 50,000 cars per year. It was not up to. 
Canadian Pacific atartairdas 

Q. Was it a sugar railway? 

A. Ney 1: was part of the same railway 
es of the United States and the. locomotives wie 
125 tons and they had axl@wloadings similar to those 
which Dr. Borts stated to you on your cross-examination 
of him. I. suggest that some of the costs that you-are 
attaching here do not relate to minionam standards; I do 
not think Canadian Pacific knows what minimum standards 
are because you do not have to resort to them. You should 
not resort to them, you have a good railroad so keep up 
your high eons a. 

Q. I bow down to your knowledge of what 


Canadian Pacific knows and I am very happy that you have 


wf 7%: } a> 
; wat cary 08 088 32 sad? nsentaae 
wit « 


; abi) _.estegattaes at oars et 2 aS “188 4 tog 
ed A" - eo ; athe 
— wt aa My al, 


te Too fen 
eal ests gente pent tes, s neni 
none earl. evbstd dow 10 a nhs 


wifanoureq I. tox 


Dire aneoatt nett att bas bets ‘ 


% 


pot bent aay bas g as wt 
‘ a a ta 900 OR), od 000, 00 
plo” igbinte ott. fost. re fa ust 
aye. BS) we 2 if | 
Gnu $2 Ai Hoapel 


eutade bet! ot ent ‘To moseqe 


Ay ni 


Lage Lagi am mae rs bial anot 'é 


19 Woy om Bs oad anos 0 sto 


Tor > tel a os rey _ 
> oa an ite *'g 
ae ate a? Ay LAWS FS" 


Wie WO feet oa setahionaniee 


oO.” 


shusbhbaata amtubniia oF @ 18h Ore ton ob staf 3 


welieds wamtaln dere awordl sihhoas calbeas? wg 


a 
i) 


he  (iverta wow ,wens o¢ Prowet: og 


tea Doom 


hee 


a. 


tere to Didintont’ woe 4 my iil 


| AW ish, 
yank 


iy fi 
} ae 


ANGUS, STONEHOUSE & CO. LTD. Banks, cr.ex. 22390 
TORONTO, ONTARIO (Sinclair) 


come up here to tell us about it because you are such 

a knowledgable fellow it is going to be of great benefit 

to us, I. am sure. Now, would you answer this for me, 

please: in your minimum track maintenance expense you 

have come to this conclusion that the only cost 

associated with rail are those associated with traffic 

moving over the rail and time; is that a proper summary? 
A. No, there may also be some cost 

associated with climate, the result of your frost 

heaves which no doubt are quite a problem up here in 


Canada. 
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Q. But in regard to obsolesence as a factor 
requiring rail ah dimiout -~ have you taken that into 
account? | | 

A. My answer is that the same railroad I 
told you about before has rail in place today whiten 
is 88 years old, and it is good rail and can last quite 
a while, 

Q. That is your opinion? 

A. It is the opinion of the engineer of 
track who accompanied me, Rail does not werdicnes 
in the same sense you wish to attach to it. 

Q. Have you taken into account in minimum 
track maintenance expense any factor for obsolesence 
of rail and change-out of that rail? 

A. No sir, I have not, and this further 
attaches to what Dr. Edwards said in exhibit T6-355 
and I would like to read val-pucheaueack what Dr. 
Edwards said there in the exhibit I cited which he 
entered in the Transcontinental Divisions Case. 

Q. You have a great respect for Dr, Edwards, 
and you have stated that in a number of places? 

A, In the Commerce rere 

Q. Yes? 

A. Yes, sir, and Dr. Edwards says, 

"Macks about to be abandoned naturally 
have a level of direct track matntenance 
expenses approximating "the nmeduet pte 
amount necessary to provide a fair readiness 
to service. In other words, the density of 


the traf®ie.is so low that its actual movement 
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over the rails would have no measurable 

effect on the need for ag tata rail, 

ties, ballast, bridge structures, and 

other expenditures for the direct accounts 

above mentioned, The strueture would rust 

out, rot out or otherwise have to be 
replaced by the action of the elements 
before the wear and tear of traffic would 
have its effect." 

To that one must add that we have made 
a special effort to determine whether there have been 
any tests conducted by engineering laboratories or 
by the Association of American Railroads researeh 
department to find out how long rail will last. We 
could not get an engineer to give us an estimate. If 
we had a laboratory in which one could subject the 
rail to the weather, it could well last for hundreds 
and hundreds we years. | 

Qe But in minimum track maintenance expense, 
in arriving at your $742.52, you did not make any 
allowance for change-out of rail or obsolésence? 

A. Such an allowance has nothing to do 
with minimal track maintenance, 

Q. Drs Bortz sefepted this figure of $742.52 
as a minimum maintenance cost per mile of track and 
deducted it from the dependent variable before he ran 
his regression analysis? 

Ry Correct. 

Q. And you would agree that the coefficients 


in the regression 2020 are inter-related with this 
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minimum track mainGesstee figure of $742.00? 

A, I would certainly agree to that. 

Q. By the way, I think Dr, Bortz told us this, 
but you would know, you and he worked together in 
arriving at and ehoosing the independent variables 
for his regression? | 

A. Yes, that is correct. 

Qe And another point, to clear this up: 
you were in charge of this study on behalf of Manitoba 
and Alberta? 

A. I administered it. 

Q. You were the architect? 

A, That is a term that could be employed. 

Qe And you employed Dr, Ullmer, who was the 
third man --- 

A. No, I didn't employ him, I brought his 
name and achievements to the attention of er oy 

Q. When did you do that? 

A. Is this pertinent? 

Q. Yes? 

A. Some time in the past summer. 

Q. That is the summer of ..¢? 

A. 1960; I think it was around May or June; 
I am not quite certain, it may have been earlier than 
that. 

Q. Thank you. Commencing at page 7 and 
going through to page 13, I think it is, Mr. Banks, you 
deal with car day accounts? 

x, Yes, 


Q. And it is in volume 116 of the transcript, 
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page 19212 to page 19218: to develop costs associated 
with car ownership the analyst_..must develop the car 
miles of the total freight due "P16 and for the study 
traffic; do you agree? 

A. The ear miles, you said? 

Qs Yes, car miles of the total freight car . 
fleet and for the study traffic. 

A, The analyst attempts to do this, yes. 

Q. And then he develops the car days for 
the total freight car fleet and for the study traffic? 

A, He attempts to do this alse, yes sir. 

Q. You have critized the method and: the 
result that flowed from the Canadian Pacific opin day 
account? 

A The original method -~ are you talking 
about before exhibit 132, or after? 

Q. i am talking about the cost study and 
the car day account that is before this Commission. 

A. Well, which one? You have used so many. 

Q. Of exhibit 132. 

A. Exhibit 132? 

Q. Yes? 

A. Oh well, we have certain eriticaahh of 
‘that, but I should mention it wag Prought out clearly 
at the cost. conferm ce that p68Giedy pollens: Manitoba 
and Alberta did not imvestigate exhibit 132 car days 
as thoroughly as we should have Liked to have done, and 
we have set forth, starting with page ji, the 
deficiencies that we think are still contained in the 


post exhibit 132 ear days. 
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Q. Car day accounts should be determined 


for both the active car days and the idle car days 
because both active and idle car days are attributable 

to the movement of grain to export positions in 

western Canada? We can agree on this, I think, surely? 

Ae In the method that you have used, yes. 
There are different ways of doing this, and that is 
what all the problem is about here, This is where the 
difference of opinion arises between ourselves and 
the railways in that there are several ways in which 
almost anyone of these things can be done. The way 
that you folks did it, you have deseribed, and I will 
agree this is what you did. 

Qe But any movement of grain to export 
positions in western Canada requires Cars active in the 
day account of this and it requires idle ear days? 

A. Sometimes it only requires @@téndar 
ear days which is a method -- you folks, yourselves, 
switched your method and created a little confusion in 
so doing. 

Q. Well, let me see if we can, between 
you and I, diseuss it and make certain there is no 
confusion. 

A. I will be happy to cooperate, sir. 

Q. Just look at page 8 of your memorandum, 
and we will deal with what you say was the original 
situation on Canadian Pacific -- that is, the car 
dey account in exhibit 64, You show the car day account 
to be approximately 3.4 million; correct? 
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Q. 3.385910, but for the sake of not saying 


all those figures, I say approximately 3.4 million. 
You would not take that? 

A. I will take it, of course. 

Q. All right, approximately 3.4 million. 
When you come down to your table at the bottom of page 
ee show under No, 1 grain car days, exhibit 64, 

a 3700 car sample, .3.257123. 

A, I think the difference between the 
3.2 and the 3.4 we are talking about is in large part 
accounted for the non~revenue freight adjustment. So, 
the basic number is the same. | 

Qe Correct, that is what I was trying to 

establish. In the figure of 3.4 million given at 
the top of page 8, as shown in exhibit 64, and the 
figure 5.3 million as given in revised exhibit 64 that 
you refer to, you are not suggesting to this Commission 
that they measure the same car day account, are you? 
I suggest to you, to make it clear, that the first 
figure is an active car day account and the second 
figure is a figure giving active and idle car days; 
do you agree? 

A. I would agree that what you have just 
said illustrates quite clearly the first complete 
paragraph at the top of page 8, which reads, "This 
major modification in a fundamental measure of output 
illustrates the arbitrary statistical mechanics 
necessarily involved in the derivation of car days..." 

Q. It is exactly because you said that that 


I asked you the question. I will put it to you again 
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and ask you if my understanding is correct, that the 


figure of 3.4 million car account in exhibit 64 and 
the figure 5.3 car account in a revised exhibit 64 

do not measure the same car account | because the first, 
the lower figure, is an active car day account and the 
second figure is active and idle; do you agree? 

A. Yes, I do. 

Q. Now, you are saying at page 8, "Our 
analyst determined that if the car day method used 
for grain was applied to the system, it would more 
than double system car days. If the system method 
were to be applied to grain, it would reduce grain 
ear days by more than half. In either cate the 
result was the same: a discrepancy exceeding 100 per 
gent in the number of car days assigned to grain", 

I suggest to you that the computation upon 
which that statements is based turns on item 4 in your 
table, grain car days computed rail form A, 1.5 million, 
approximately? 

A. My answer is that this matter was 
explored atthe .cost conference and we agreed with 
Canadian Pacific's vevisions there that this number 
was not, to put it im your language, "What it purported 
to be." However, there was an understanding arrived 
at that this matter would be further explored. It has 
been further explored in part by Canadian Pacific 
adjusting its figure to 2.3 million, or some such odd 
figure. Unfortunately, however, Canadian Pacific 
has also neglected to make an analogbus adjustment in 


the denominator of the car day fraction involving 
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system car days. This matter is currently in 
process between ourselves and the C.P.R. by correspondene 
to the Commission staff, Mr. Sinclair, and I think we 


can get it worked out. 
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Q. What I am suggesting to you is that 
at the cost conference you have agreed that that figure, 
1.4 million should be increased to approximately 2.4? 


A. That is correct; we agreed, and we also 


suggested --- 
MR. MAURO: Well -- 
THE WITNESS: Just a minute, Mr. Mauro. 
MR. SINCLAIR: Would you let 'the witness 
answer. | 


MR, MAURO: I only wanted to point out that 
on page 2 of the memo Mr. Banks agreed that this figure 
should be changed to 2.3 -- "discussion on the, remaining 
discrepancy has been continued by correspondence." ' 

wR, SINCLAIR: Q, I am trying to work to 
these figures, and I am going to suggest to you to take 
these numbers, and this leaves approximately, between the 
Canadian Pacific figure of 3.3 and your figure of 2.5 
million -- both approximate -- about 900,000 car days -- 
that is the difference between the two figures; correct? 

A, That is far too over-simplified a 
solution, I fear. To answer your question briefly,the 
answer is No. | 

Q. The difference between -- 

A. Well, the difference is meaningless if 
you do not go further through the calculation which is 
very complicated. Item 2, system car days, has to be 
adjusted in a manner analogous to item 4. We have a 
ea and the fraction is the ratio of gajn war 


days to system car days, and if you adjust the numerator 
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you also have to adjust the denominator if you are going 
to compare like with like, which is the basic requirement 
for a meaningful cost analysis. | gs 

Q. Let fus do one thing at a time, I am 
dealing with the difference between grain car days in 
exhibit 64, whith is shown as 3.3 million, and grain car 
days as you nike computed it and revised it to 2.5, 
approximately, and I am asking you to agree to one thing, 
that the difference is approximately 900 , 000? It is a 
matter of arithmetic, surely? 

A, The differarge, sir, arithmetically is 
as sik have stated it. Philosophically, it ‘a meaningless. 

Q. Well, Mr. Banks, I find it difficult 
enough to be interested in transporation and to practice 
law without trying to be a philosopher, and I would like 
to ask you , in view of the fact you indicate you are 
approaching this philosophically, this practical question 
what weight in your car day agtount did you give for 
differences in inrtransit time between grain and other 
traffic? 

A. Are you referring here to the data 
shown at the bottom of page 8? 

Q. I am going to start working the data 
over a little bit, and [I am just asking you a very 
simple question of fact. 

What weight did you give in your car day 
account for a difference in in-transit time of grain 
and other traffic? The answer is none, is it not? 


A. It is, yes. 
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Q. Is it your view from your investigation 
of the grain handling on Canadian Pacific that there is 
delay to grain moving from western Saskatchewan and 
Alberta to Vancouver for export caused by congestion at 
the Vancouver terminals, and also hac abe” by Wheat Board 
requirements for delivery of specific grades to meet 
shipping commitments? 

| A, This is, in general terms, my view, 
and I do agree we should have adjusted for it in the 
data shown on page 8. However, had we made such an 
adjustment we would have also had to make a aitiar 
adjustment on a system-wide basis for many kinds of 
commodities in order to bring eis Mabe into a comparable 
posture, and we ae in the process of doing that now with 
the Commission's staff observing the procedure, and I am 
sure it will make a judgment as to whether we have done 


the matter, in the last analysis, in a proper way. 


~-- Adjournment -—-- 
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Ottawa, Ontario, 

Tuesday, 

January 17th, 1961. 
--- On commencing at 10:00 a.m, 

THE CHAIRMAN: Order, please. 

MR. SINCLAIR, Q: Mr. Banks, I intend now to 
discuss with you for a Weer saekte the question of ~ 
your development of what you term line haul common 
costs, and depending how well we get along we will 
decide whether we will have further discussion on one 
or two other matters I have syewen wish you. We have 
been referring to what you call line haul common costs 
as train mile train weights? } | 


A, Yes, I think we understand, sir, the 


S 
iY 


area of cost ~ tO which you propose to address your 
questions. | oi 

Q. . Yes. Now, your memorandum. deals ane 
wita- at pages 19 through 22, and is found in the 
Venavaripe Volune 116 pages 19224 shvsiels 192276 

Mr, Banks, in arriving at the train miles 
caused by hip movement of grain to aeyer positions ne 
in western Canada, the cost analyst, you will scree; 
must consider both the movement of trains from Manitoba, 
Saskatchewan eastbound to Fort Wiljiam, and to retuen. 
empties from Fort William, .and cic wovenent of grain 
from the most westerly part of Saskatchewan and 
Alberta. westbound to Vancouver, and to return empties 
from Vancouver on Ganadian Pacifie? 

i “Yes, sir, he must and we did. 


Q. Now, in railway operation, Mr, Banks, we. 
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eats ONTARIO ( Sinclair) 


can agree that train operations consist of the movement 


of Wet sé designated as symbol or manifest freight 
and extra freight trains? 

A, Yes, sir. 

Q. Now, there is often, we can agree, 
misconception by people in looking at railway operations 
that extra trains are heavy trains? 

A. There would be no such misconception among) 
persons experienced in railroad operations, only among 
laymen with a superficial knowledge of the subject, in 
my opinion, 

Q. Well, when you are Looking at extra 
trains you must take care, I suggest, not to overlook 
what is known as. light running caboose hops and matters 
of that kind, because it is a necessary part of railway 
operations to balanee power and crew? 

A, Xf recollect sorreetty) tne Sinclair, 
the Canadian Pacific explicitly exeluded light running 
from its development of costs, and we were grateful for 
this little gift, and we also excluded it from our 
costing. 

Qe It is a fact of cost? 

A. It is an element of cost. 

Oy Now, in regard to specific commodities, 
when you are looking at them and their cost you will 
agree in respect to train operations that you must 
consider the service demands of the commodity being 
moved? | 

As I believe the railway attempts ito do 


this, yes, sir. 
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Q. Well, for instance, in grain -- and I 
think that we can agree on this -- while one may 
consider grain overall, it is made up of, for instance, 
different grades, and there are sales based on grades: 
No. 2 Northern, Toughs 5 and 6, No. 4 Northern? 

A. We did not have the opportunity 
extensively to study the marketing process of grain, 
but I have gathered that what has been here 
generically referred to as Crowsnest grain does in fact 
consist of several different grades of grain and grain 
products. . 

Qe Yes. And grain is a generic term for 
what we call cereals, and ineludes oats and barley? 

A. er my understanding, too. 

Q. Amd it is a normal part of the marketing 
pattern of cereals that you can have in position in 
the carina’ elevators substantial quantities of one. 
grade and have the demand shift and require a grade that 
is not in supply in position in the terminal elevator? — 


A. To the extent that we were informed or 


by those familiar with the grain movement pattern that 
these shifts cto which you refer have a small impact on 
‘the total transportation service which is required for 
the movement of grain to sxport positions, 

Q. Well, I suggest to you, Mr. Banks, that 
it is a matter, a problem with the terminal elevator 
operators and with the wheat board to have in position 
the actual grades at all times when the ships come in 


and the parcels that are sold are available for loading 
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on the ships? 

A, This is my understanding, sir, but I 
have also understood that it is not as complex a 
distribution scheme as would be required for many trent 
of consumers' goods which move in different sizes, shapes|, 
colours, and varieties. 

Qe Well, whether it is a matter of complexity] to 
@ degree that it is as great as some other specific 
ecommodities,in any event we can agree on this, that 
there is a market demand requirement that has to be 
met? 

A. Yes, we can agree on that. 

Qe Now, we can agree on this, I take it, 
that it is basic to railway operations that there ie 
a rolling resistance to each unit on a train? 


A, Yes, we can agree on that. 
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Q. And because of this rolling resistance 
train weights for operating purposes are based on what 
is known as equivalent gross tons. 

Re Yes. 

Q. And this is an adjustment factor over 
the actual gross tons. 

A. No sir, that is where Canadian Pacific 
and R.L. Banks part company. We have a letter here from 
Mr. Stenason Which was sent to us in the very recent 
past and it is an outgrowth of the cost conference. Mr. 
Stenason makes it quite elear there Canadian Pacific 
considers that equivalent Havel tons always exceed 
actual gross tons. However, in our judgment this is only 
true in certain situations and we think that Canadian 
Pacific does recognize this at an oagy Stage in the 
development of their costs titel ny use the adjustment 
factors to be applied to train ities over prairie and 
Pacific loaded trains which made a clear distinction 
between the rolling resistance of loaded and empty trains 

Pe Q. Of course, with all due respect to you, 
Mr. Banks, I do not think anybody has suggested to you, 
at least I have not, that the rolling resistance on a 
loaded car is the same as rolling resistance on an empty 
car. If you are suggesting that there is a difference 
I do not think that there would be anybody that knows 
the situation who would disagree with you but there is 
a rolling resistance whether a train is loaded or empty 
per unit. 


A. Yes, but that rolling resistance does 
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not, as you have suggested, always and necessarily mean 
that the equivalent gross tons is "over" actual gross 
tons; sometimes: it may be under actual gross tons. 

Q. Have you ever looked at the dynomometer 
test in Canadian Pacific. and checked them out as against 
actual gross tons. 

Ay. Ho, .s8inrs’ 

Q. Have you ever seen dynomometer’ tests 
applied to train weights. 

A. Yes sir, but not on the €.P i 

Q. Have you checked out and can you give 
me an example of Canadian Pacific where E.G.T's would be 
less than A.G.T.'s on an actual train operation? 

| A. Well, I have a slew of them here that 
I will give you one example. 

MR. MAURO: How many? 

MR. SINCLAIR: It is a slang expression. 
We will see if there are a lot or not. 

MR. MAURO: Perhaps he could put some of 
them on the record and it would be helpful. 

MR. FRAWLEY: Mr. Sinclair only asked for 
one but go ahead and make it two. 

THE WITNESS: This is train No, R312 -- 

| 
incidentally, the numbers. on the side were drawn from 
Canadian Pacific basic train conductors report, I believe 
form T125 and the data were drawn off by us on a visit to 
Montreal sometime during the course of this activity. 
MR. SINCLAIR: Q. Before you do this, 
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subdivision and direction because train weights by 
subdivision by direction as far as we are concerned are 
confidential and were given to you on that basis. 

As Yes; "S27; | 

Q. We will call it subdivision A. 

A. Subdivision A of the report, informatio 
which Canadian Pacific calls form T1225 for a particular 
train which ran in this ide eOuEt ve case -- 

@; eati*st Aatbabadde bakers Abt Pens 
number. 

A, All right, the train had diesel units 
numbered 4049 and 417; it had a tare weight, a trailing 
Pos gtlicnt of 2011 tons, contents 4537 HoRk? total 
weight 6548 tons. In our submission the equivalent 
gross tons should be computed at 6471. 

Q@. Would you mind telling me what factor 
you applied to the loads and what factors you applied to 
the empties. | 

A, The same factors that C.P.R. set forth 
in work sheet -- the factor we Tsoi Dad -- I cannot tell 
you immediately whether this was 30% or 10% but I think 
it was 30% subdivision. 

Q. I am not asking for train weights, I 
am asking for the adjustment between E.G.T. and A.G.T. 

A, Well, the formula we used is the same 
as Canadian Pacific used, E.G@.T. equals A.G.T. times a 
factor times another factor which consists of the tare 
weight minus half the contents; the form we used was 


the same. I submit, Mr. Sinclair, that the formula we 
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used is the same as the formula used by Canadian Pacific 
and that is also, I believe, the one that Canadian 
National used. | 

Q, &Is this expression of tare minus 
contents over two (times -- 

A. The expression is the one I have just. read 
into the record. It is the same in application, it is th 
sina formula. 

Q. Can I state it as you have it here? 

MR. MAURO: He has already stated it and 
it 18. on the record, 

MR. SINCLAIR: At the top of the column 
you have stated this (tare minus contents over two) 
percentage plus actual,. Mr. Banks, we agree that if 
you are ae pS a train etwas of A.G.T..'8 
and you are taking another train weight on E.G.T.'s you 
have a mix that prevents a comparison. 

Rou i me this is true but in our 
practice this problem does’ not arise. 

Q. In comparing train weights which you 
have developed with those developed: by Canadian Pacific 
in its cost study were those on the same basis, E.G.T. 
or A.G.T. or was there a mixture? 

A. Iam sorry, I do not understand the 
question. 

Q. You developed certain comparison and 
developed from that what you term to be savings that 
should have been ascribed to grain for train operations 


and these are reflected in your cost studies? 
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Ay ‘10857810: 

Q. And I am asking you in making the 
comparison of train weights a@ dev@loped by Cenadtan 
Pacific and as you developed them were you comparing 
in the figures you had like with like in that the train 
trends were developed on the same basis of tonnage rate? 


A. We believe we were so doing, yes. 
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Qe It is important that you do have them on 


the same basis? 

A, Quite right. 

Q. Mr. Banks, it is a misconception that 
many fall into, even those whd have had some 
experience in analysing railway statiabies, that, for 
instance, doubling the size of trains would have a 
tremendous effect in reducing costs? In fact, in 
your Commerce Study you stated it this way -- and I 
am quoting from page 2-70: 

"Doubling the size of all trains 

would decrease costs by approximately 

five per cent. Since such a policy would 

tend to increase per diem rewhi a: disrupt 

yard Be aidan and reduce the wie iee of 
service offered it might very well induce 
costs ‘which outweigh such reductions." 

You have not changed Sea about that? 

A. No, I haven't at all. | 

Q. In the presentation of Manitoba-Alberta 
they have deveoped constructive trains based on max imum 
tonnages 5 correct? | 

A. Correct. 

Qe By subdivision, by direction, on the, I 
think, Moose Jaw to Fort William and Ayliffe to Vancouver? 

| A, Yes. th 
-_ Did you take into account and adjust 

the cost that you have presented to this Commission for 
the additional cost in eid additional car days, 


additional locomotives, and other elements that would 
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increase costs by operating these tonnage trains that 
you constructed and holding traffic to meet the 
requirements of the tonnage? 

A, Mr, Sinclair, let me begin by saying that 
I very likely misconstrued dies of your three or four 
immediately preceding questions and indicated we used 
maximum train weights when I assented to this suggestion 
on your part. I did so because it facilitated the 
discussion, but in fact the maximum that we employed 
was adjusted to vefiest the reduction from the maximum 
observed train weights, observed by us from and on 
Canadian Pacific's basic data, to reflect what might 
be a a ts aah year-round étaotiaeiais on ane basis 
of a sample of aie which ni Cc. z oRe gave us. Such 
Sample in turn enabled us to agcertain in an | 
approximate way the degree to scedan Canadian Pacific 
Was unable to realize the heaviest brain, weights due 
to weather conditions and other cperating factors. 
On the basis of this sample, the maximum to which I 
agreed was actually adjusted so as to retinas in the 
best possible manner available to us Canadian Pacific's 
own experience in meeting the operating situation as 
it found it from day to day. | 

However, to answer your question now directly, 
Me. Sinclair, I think we are talking about two different 
things . 

Qe Just a moment, before you go back to 
that, seeing you have gone back to another question. 
I suggest to you that the explanation you have just 


given to the Commission does not adequately say what 
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you did at all, because it is not what you did. What 


you did was, you took the maximum sonnage rating from 
the rating books of Canadian Pacific and looked at 

them and developed a tonnage from that, and then 

from a half of one per cent sample invelened a maximum 
observed, and took sel ollie tes was the less by subdivision 
in the loaded diresetion; do you agree? 

A. No sir, not quite. 

MR. MAURO: Perhaps you can tell us, Mr, 
Banks. 

MR. SINCLAIR: Just a moment, Mr, Mauro. I 
think this witness and I are making some progress in 
trying to ake up some of, the defietences that are in 
the presentation as it is written, and we are trying 
to explain them and explore them, Pi 

MR. FRAWLEY: You use the word "deficiency" as 
if we agreed to thet. We do not agree to that. 

MR. SINCLAIR: You have agreed to some already. 
I don't think there is any doubt about thas. 

MR. MAURO: There are some in yours, too. 

MR. SINCLAIR: In yours, just one million car 
days. However, we can argue that at another time. 

Q. I had explainéd to you, Mr. Banks, as to 
how I understocd you developed voawp evan weights, by 
taking maximum tonnage rates on a half of one per cent 
sample in the Loaded direetion, the observed tonnage, 
and you took whichever was the less, the maximum or 
the ohserved over the train runs in the loaded direction 
by subdivision and by direction, and I ask you if that 


is not correct? 
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A. Without an opportunity to see what you 
have just said in writing and to study it, I cannot 
precisely answer yes or no. What we did do. Was, 
in fact, descrived at the bottom of page 21 and the 
top of page 22 of our memorandum No, 2. | 

Q. I have got a work paper which you gave 
us, Mr. Banks, and maybe we could turn our minds to 
that and see if we don't agree. 

A. Which number is it? 

Q. There is no number on this one. It is 
one of the earlier work papers and it does not bear a 
number, "Banks, train weight calculations" is on, the 
"pack. | 

A, That was written by one of your people, [: 

MR, FRAWLEY: Maybe this is why the first 
Turgeon Commission didn't want to go into the Crowsnest 
Pass costs at all. | 

MR, SINCLAIR: This is the reason why it is 
important that counsel carefully listen to ns questions, 
and my friend maybe is very happy the Turgeon Commission 
didn't go into that, ‘eecause some people have been 
relieved of money that the railways should have had 
for a good period of time, and we are indeed grateful 
to the order-in-council that set up this Commiss ion 
making it clear that this issue is to be decided. 


MR, FRAWLEY: Oh, clear?! 
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THE WITNESS: In any event, Mr. Sinclair, 


the paper that you have shown me is definitely not. 
the one on which our published data are based, because 
we had quite a bit of work to do in developing this 
particular item. | We in fact changed what we did 
several times, depending upon the data that we got 
from the Canadian Pacific which, as you recall, in the 
beginning was somewhat less than was later on made 
available to us. And, weuwalicnin vain had to change 
what we did to reflect the availability of data. 

MR, SINCLAIR, Q: I suggest to you, and I 
am instructed, that this eu paper I have now shown to 
you was given to Canadian Pacific after the filing of 
your precis, being memorandum No. 2, 

My, Banks, maybe, then, I can ask you these 
questions and yee 42 you will agree with them without 
looking at the actual numbers, and dee: te we can't get 
to the sane position without Lewtetaer et the setvten 
numbers, and then we can possibly at the break we will 
be Pity Pee stake a tewwied Loewy iets cil aches to 
identify this work paper. . | 

Mr, Banks , in determining whether grain moves 
on Canadian Pacific on iinet trains or on extras. | 
and in what weights of trains it moves, it involves 
a practical decision of meeting the demands of grain 
service and taking into account the cost characteristics 
ef moving grain inall their aspects. Do you agree? 

A. I believe so, in a general sense, yes. 

Q Now, I have discussed with you the way 


your constructive trains were developed to arrive at 
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train weights -- 


I will put it to you again. 

Ae Sir, will you excuse me, please. I never 
did have an opprtunity to answer the question which you 
directed at me related to the next to the last paragraph 
on page 2-70 of my commerce cost study. You will 
recollect that you read into the record a quotation 
from my study. 

Qe I asked you if you had changed your mind 
since then, and you said no. 

A, That Ls right, but I did not have an 
opportunity to finish that answer, Mr. Sinclair. May 
I-finish it now, please? 

Q. eirseun if you had not finished your 
answer, by all means. 1 thought we had finished that 
up. But, go ahead. | 

A. “Well, in brief what Mr, Sinclair has cn 
done is to read one paragraph out of context which“when 
viewed by itself and applied to the present ‘situation, 
might seem to contradict what I am saying now, 

In my view, this is not the gase at all. To 
begin with, one of the omitted paragraphs said, in part: 

“Whereas some effort has been made | 
to improve car utilization, it Appears 

that the railroads have devoted relatively 

more attention to increase train utilization 

through imereases in train size", 

Now, gentlemen, I submit to you we do not 
increase Fo een in the development of our train 


miles one iota above that which Canadian Pacific 
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experienced in many of its actual train operations. 
In fact, we had reason to believe that there were 
trains operated in excess of sue weights that we 
aetaeity used. | | 

The essential point here is that what Mr. 
Sintlair Lich aden ine dealing with the lerigth of 
train. Size and length are substantially equivalent 
terms in the context in which my commerce study dealt 
with them, ‘We would not tamper with the actual 
experience: so far as that experience was made 
available to us. What the important and essential 
feature of the development of our costs was he hine 

! ! 
believed Canadian Pacific was using too low a weight, 
not too few cars, And tne tity a higher weight train 
would not increase per diem rentals, een yard 
operations, or reduce the quality of service offered. 
Increasing the length might very well do SO« 

Q. Are you suggesting that in your 
constructive trains that you were not changing the 
actual opérating conditions on yardings, speed over 
the road, availability of traffic, and meeting service 
demands ? | 

A. Let us take one of these elements at 
a time, please. Let us talk about yarding. I suggest 
to you that if grain was operated actually and in toto 
in solid grain trains, the amount of yarding switching 
that Canadian Pacific has attributed to grain and the 
amount of yarding switching that we have estimated for 
grain would both be a substantial over-statement.. We 


leaned over backwards in the development of our 
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constructive trains to be conservative. We made no 
adjustment, no downward adjustment in the amount of 
our yard switching account to account for the fact 
that all the switching that now takes place for the 
eonvenience of ote traffic would ; be cidutnatel, 
or if not all eliminated at least a substantial 
reduction made in it. We did not take this into 
account. 

Q. Mr. Banks, I suggest to you that you do 
not know what you are talking about when you say you 
have not effected yardings on your constructive trains 
on Canadian Pacific, and I suggest to you further that 
these remarks that you have just passed davtié to do. 
with intermediate switching I will discuss with you 
when I come to that subject. But, in regard to this, 
now, the only question I want to put to you and ask 
the Commission to consider your answer is this: did 
you take into account any factor for additional yardings 
additional switching; additional ear days; additional 
locomotive days; additional service demands arising 
from holding tonnage ue grain to meet your constructive) 
train weights? 

A. Did we take these things into account is 
what seems to be my understanding of what has been | 
asked, 

As far as yardings and switehing is concerned, 
Mr, Sinclair has asked about these as though they were 
two separate items. In my understanding, they are 
one and the same thing, and I have already answered him 


by saying we could have taken them into account by 
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reducing the number of yarding switching miles if grain 


were operated in solid grain trains. Im accordance with 
the mode that we set up, the trains could have been 
wnat in See ee is ealled main track; they could 
have been operated in accordance with what some other 
railway men call relay type of operation, where they 
do not go into any olassification yard, yard points 
in initial assembly;. and consequently a good deal of 
this intermediate yard switching that Ganadian Pacific 
has built up into such a tremendous element and cost 
component would have been eliminated, And when we are 
asked did we take this into account, yes, we took it 
inso account, and we did not adjust for it, although 
we would have been fusbtif ied in so doing. Consequently, 
our estimate in this particular respect is an over- | 
estimate. All of this bleeding of cars that has to 
take place in order to cut the train into separate 
components and to perform the intermediate yarding 
could have been eliminated, and it is a very costly 
item indeed. 

So much for yarding and switching. As far 
as car days are concerned, I submit that there would 
be no substantial impact on car days. If anything, 
very likely a reduction in total car days would result 
from operatiors in a manner that we deseribed,. And, 
in this, I would like to read to you gentlemen a 
souple of sentences from the August 1st, 1960 issue 
of Railway Age, from a letter signed by Mr, F.G. Fisher, 
assistant superintendent, motive power and rolling 


of . 
equipment, also Engineer /Tests of the Reading Company, 
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who was addressing himself to the old time versus 
tonnage debate which has gone an in the railway 
business now for at least two decades. 

Q. Could you tell the Commission -- if 
I may interrupt you, Mr. Banks -- if he is dealing 
with the movement of grain to export positions in 
western Canada? 

A. No, sir. He tavdearing with railway 
operations. 

Q. On the Reading? 

A, He is not addressing himself to the 
movement of Crow grain, but he is addressing himself 
to factors general to the railway business, wherever 
it is conducted. 

THE CHATRMAN: To a principle? 

THE WITNESS: To a en innatiptie yes, sir, and 
what Mr. Fisher says in part is this: 

"The total elapsed time shipper to 

consignee for a-60 car train or a 120 

car train does not differ much if at all. 

The exceptions are hot shot symbol high 

priority trains handling perishable 

and other special loads on passenger 

train schedules." 

And I suggest if the total elapsed time is 
the same, how can they be -- 

Q. Are you still quoting? 

A. No, sir. I beg your pardon. The end 
ef the quote came after the words "passenger train 


schedules". 
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And I suggest that if, as Mr. Fisher believes, 


the total elapsed time shipper to consignee is the 
Same irrespective of train lengths, then there cannot 
be any substantial difference in the number of car 
days. 

Q. The article, I think we can agree, just 
after where you read it goes on: 

"But general train consist is different 

due to the following and other reasons..." 

The article then lists a No. 1, 2, 3, 4 
specific reasons, and one of these is questions about 
mal-functioning, return of power, and in regard to yards 
it. says this: 

"Great strides have been made in yard 
operations but until we produce still 
undeveloped improvements in yard design, - 
yard classification, yard handling, and 
‘the necessary equipment to handle -- we 


cannot make proper use of high-speed over- 
the-road trains." 


Le. you make these adjustments to yards to | 

handle trains of that biel they involve ‘investment 
“and that is a cost that should be charged? 
| i A, In any event, Mr, Sinclair --- 

Qe Would you agree or not? 

A, No, I would not agree because what you 
are doing .is suggesting Seats ieee wexventad that 
the pattern of the grain wesateun operation be changed, 
and we have not done any such thing. We are talking 

“werent the proper way in which grain should be costed, 
not the prabee-way for the Canadian Pacific to run 
its railway, SES ee presume to tell ithem. 


Ae.. 


Q. If you operated constructive trains, you 
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are departing from the actual operating pattern in your 
cost; correct? 

A, Well, nobody is operating, not in 
my understanding, construetive trains. What we have done 
is computed the cost of constructive trains. 

Q. You have computed the cost on the basis 
other than the actual operations is what I suggest to 
you? 

A, Absolutely, and we think that is the prope 
way to do it because the actual operation is conducted 
for the convenience of other traffic, and for the 
railways general convenience, not for the convenience 
of. grain. 

Q. I suggest to you, Mr. Banks, that in 
developing your comparison between your constructive 
tvediie and the trains used in the Canadian Pacific 
cost study that’ you have taken equated gross tons and 
the Canadian Pacific's figures that you used were off 
the form SB9, statistical form, and you have used the 
SeVick" kode’ Vent in your comparison. Do you agree that 
you used the SB9 Fieieee for your comparison? Would 
you agree that they are used on EGT? 

A. Yes -- exquse me == that the SB9 --~- 
that the average weights shown enone were the basis 
for the Canadian Pacific's computation of train weights, 
Is that what you are asking? 

Qe No. I ee aes that the figures you 
have used, SRO, to take them from AGT to EG@T's requires 
an adjustment factor, and that in your comparison as 


shown by this material that you have given us there is 
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no factor having been applied to the figures that you 
have taken. Am I correct in that? 

A, I believe that the adjustment was made 
at some point in our computation. We made an 
appropriate adjustment, as Canadian Pacific did,. at 
the end of a long and involved and complex computation. 
Canadian Pacific adjusted for rolling resistance at 
the very last step in a long and complicated worksheet. 
They piydeker fuel and crew wages by applying there 
the prairie and Pacific region train resistance factors 
for a sample train that they showed us on the Carberry 
subdivision, They computed all of the necessary 
components of cost. They made no adjustment to account 
for rolling resistance until the next to the last line 
of the computation when they had already reached a 
figure for fuel and crew wiki : Then, they applied 
a rolling resistance factor. They did not do it to 
the train weight as it came off the SB9 form. They did 
it to the fuel and crew wages already computed without~ 


such an adjustment. 
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Q. Mr. Banks, my question to you was 
this: in making yorr comparison by subdivision in the 
loaded direction and comparing Canadian Pacific train 
weights with your constructive time weights did you 
compare like with like? 

THE CHAIRMAN: You are pointing to his 
working papers. 

MR, SINCLAIR: Q.- Yes. 

A. “The comparison between the two columns 
which you just referred to by movement of your pencil 
io wat the comparison we made for the development of our 
sbiwernctive time. 

a. I suggest to you that you did develop 
a ratio from the comparison of your constructive trains 
on E.G.T.'s with figures taken from SB9 being Canadian 
Pacific's first step and is a comparison of E.G.T. train 
weights as constructed by you with the average gross ton 
weight from the SB9 over the subdivision as used for the 
first step in the Canadian Pacific study. 

A. To answer your question, Mr. Sinclair: 
it is our belief that the confusion over this issue arises 
from the fact that the heavily loaded trains such as the 
ones that we use as a point of departure for a computation 
on cost would have had a lower equivalent gross tons than 
the actual tonnage that were used. Consequently, we were 
being conservative in making the comparison that we did 
make. 


Q. Now, will you answer my question? My 


question is this: in making your comparison between your 
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constructive trains by subdivisions and comparing them 
with the Canadian Pacific SB9 average weight of train | 
over the subdivision you are not comparing like with 
like because your constructive trains are on EvG@eti.'s 
and these figures that you have developed off the SB9's 
are on A.G.T.'s. You do not like to say "yes" to that, 
is that the trouble? | 

A. I am trying to answer in a way which 
would be meaningful to both you and the Commission and 
yes and no answers whieh you prefer are often not helpful 

Q. I am suggesting this is a question of 
fact. | 

A. -We agree it is and if you will give me 
a moment I will try to be as responsive as possible. 

| Q@. Well, in developing your constructive 
trains to look at train miles comparison I suggest to 
you that what you did get from Canadian Pacific was the 
through trains and’ then you doubled that. You took the 
through trains numbers as given by Canadian Pacific and 
then you doubled them, 

A, I think that is right, yes. Our theory 
which Canadian Pacific cannot find tenable was that the 
movement in the loaded direction was the governing 
movement for grain and that to keep this railroad 
operating it would be necessary to have the locomotives, 
the locomotive units return to the place they started 
out from, to nee yard they started ah eand and also to 
have the freight cars @@ likewise. Consequently, the 


number of train miles required would be determined by the 
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amount of tonnage to be used as relating to the Canadian 
Pacific experience that heavy freight trains, when train 
miles in the loaded direction were determined taking into 
account the fact that these train miles were ponenated 
by a given number of locomotives and freight cars, to get 
these locomotives and freight cars back to the place where 
they can pean the cycle again required simply Seal de 
the number of train miles. 

| ak Guadua es tuMyauutianthy cdethlinciiie 
train miles taken from the loaded direction that you 
have assumed that the weight on your constructive trains 
in the loaded direction are equivalent to the weight of 

empty eina in the empty direction. | 

A. I could not agree with you less, sir. 

Gy suggest to you that you have in this 
way effectively come to the conclusion by the logic that 
ro# bibs toiee to use these figures to support, that you 
have then this way got a ae Sane weight of train 
than actually can exist in the empty direction and 
thereby substantially reduced the cost associated with 
train miles ee the movement of grain. I ask you if you 
agree? 

A. I certainly could not agree with you 
less. Would you care to have me explain why? 

Q. I want to deal with this one step 
further. I asked you why you doubled train weights in 
the loaded direction and made no adjustment for the 
well known fact that locomotives cannot pull their rated 


tonnage in empties. 


A. We do not have our constructive trains 
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anywhere near approaching an empty tonnage in the one 
direction. Our constructive trains approached the 
Canadian Pacific experience, I believe it was less than 
the Canadian Pacific experience in certain tonnage in 
the loaded direction. In the empty direction even though 
your rolling resistance may be higher there is no questio 
of the capability of a locomtive to haul the same 
number of cars empty as it hauls awe I think that 
is a matter that passes the "K" test with flying colours. 
Q. I am asking you about weights. 
A. I am talking about weights; a loaded 
train weighs more than an empty train, does it not? 
Q. -I am not here to answer your questions, 
I am here to clarify things. 
| A, This 1s a basic assumption we made in 
that if you do not think that proper then we are wrong. 
Q. I am suggesting to you the Bitnic 
assump tion you made was that the empty trains had the 
same weight as the loaded trains and that is why niu! 
doubled the loaded train direction. 
m0 A. Sir, with all due respect, the weight 
of train has, in our formulation, no relationship to the 
size which is a confusion that seems to have existed in 
our discussion here. The weight of train was the 
governing factor in the loaded direction and in the 
empty direction the governing factor was the length of 
train. We made and took this special care that our train 
in the empty direction did not exceed Canadian Pacific 


published train lengths and siding lengths and we submit 
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that, therefore, our development is a reasonable _— af 
one accepts the hypothesis of constructive trains which, 
of course, Canadian Pacifie does not. From that point of 
departure the constructive trains’ that we used could have 
been handled ,by C.P. because they were less than the 
C.P.'s own experience ‘or published tonnage ratings in 
the loaded direction. In the empty direction they were 
less than the available siding locomotives which is the 
governing factor in so me as empty trains are concerned. 

Q. Now, Mr. Banks, in placing your 
constructive trains developed in the loaded direction and 
used in the empty direction you reduce not only train 
miles but crew wages. In working on your constructive 
ean lore what allowance did you make for low speed over. 
the road from your train weights that grain moved at 
what additional crew wages did you allow for on account 
of waiting, hold-over of crews awaiting tonnage. 

A. To ariswer your question properly I 
Might refer to the experiencé of a man. with a great deal 
more accurate operating department and locomotive. 


| 


knowledge than I possess, Mr. Fisher of the Reading 


Company. 

Q@. Is he talking about the Reading 
Railway again? | 

A. He is talking of railways in general 
and I think it can answer your question adequately. He 
says: . | | 


"Short trains again assuming corresponding 


ty heavy end power, with only one or two 


ow 


oS 


ti eno eldsmogast a et snemgoievsb "wo 970% 


| 
, ae wire. 


eioidw antert ev tvgwidanoo to ersedoqed ane a 


fre dstog tad mod «tom 90h of ltosd aotheaad et 


: overt Biwoe beas sw tart antes ev isouratastoo aald, ous ngs! 


oe 


‘ 5 
ois aetd ecol etew vous 9agood 4.0 vd) petbasd ‘eal 


eG 
cues 
at agaite: egennes bedealiduq no! soneireqze Pwo ah. ded 


sxow Yors colyoouls ytqme ons a. moltosrt bebsol od 


cae 
J 


| eit at dotsde aeevitomoool gathle eldaltava orig nent asel 
| benzes noo sua enter? yiqme es te? 08 = 109983 oniouniia 


xuoy gitosig nt ,elme «tM wok . | Bie 

Fl 4? 9 

bas mottoesth bebsol eft at aeeenieicd entead aid daa tas) 
; Gri: 4 

giexat vino tom soubex yoy nots toornth viqmne ost mt beast 


ainvow «al  2o38w wed dud aelim 


nevo bseqe wol vot solea voy BID sonawolts Jsclw antexd | 


mt 
tas 


ts boevom alets ted? atda tow weit toy mort baor edt fay 
me 4 27, 3 
tnyooos ao tot wells voy bib eensw wexs Lsnoidibbs ssw |yy 


: | ae 
onsninod guttktewg ewer. to 19ve-bied ,gatttew to Tor 


’ e . om is ft + — er} oy ta o dave ve Pt 6 nm ae i 
I vt tS GO 19 AOL Tas p iInoy esr aenis ot oA r 
4 MW 


_O 
L89b FBLTR fitiw 1am gs to oneal yeqre ont oF to tes trigth Toe 
; f ' “i 
9a 
Jomoool bus gasmineqeb gi lIST@go— si siv09s or0m fy 
He : 


' 


githeeH edd to wedaeld .aM .eesnuog 1, aedd ogbeLwomt i 
gulbse edt tvods sninxiad ed eI... 


[atens,; at eyewits? to gainies ef oH. A, 


oh ,.\¥leteupebs nolveaup im0% tewens aso tf se 


ANGUS, STONEHOUSE & CO. LTD. Banks, cr.ex. ‘22430 
TORONTO, ONTARIO (Sinclair) 


units of power could be seriously delayed 
with diesel malfunctioning. But long 
trains with three or four units or more 
could take the troublesome units off the 
line and limp one with full tonnage or 
make a small stop-off and continue." 

I submit that the overall difference 
between short train run and long train run in the 
situation you have asked me to respond to would not be 
unfavourable to the long train. 

Q. Mr. Banks, to get your constructive 
train weights let me go to one section of the country; 
say westbound out of Calgary, what number of units were 
you working on? | | 

A, The number of units which Mr. L.R. Smith, 
who I understand has an executive position with the 
ete s: told us. | 

Q. He is Transportation and Operating 
Specialist assigned to the President, that is the man 
you are speaking of? 

| A. Yes. He told us that trains to SNS 
with on such divisions "probably at least ance daily". 
The number of units we actually used in our computations 
are four from Calgary to Field; from Field to wove intoual 
from Revelstoke to Kamloops; three from Kamloops to 
North Bend and three from North Bend to Coquitlam. 

Q. I suggest that in the light of that, 
what applicability has the quotation you have just made 


from Mr. Fisher's article to the operation of grain? 
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A. Well, because Mr. Fisher's quotation 
is dealing with the long and short train problem, not 
with the question of how many diesel units are raquireti: 
Obviously, the Reading Company will require a lesser 
number of diesel units than the Canadian Pacific mountain 
subdivision. I do not think there is any aeuut on that 
point. 

Q. Was notte point that Mr. ’ 
Fisher was making that by eparating shorter trains you 
alee have malfunctioning ae whereas if you were 
operating with longer trains,of more than two units 
consists, you could limit that to two or three? 

| A, “Yes. 

Q. Is that not what he is talking about? 

A. Yes. 

a, “Er sei you what applicability that has 
to the movement of grain on the Ayldtfe Cakadtirren run, 
we have beentalking about when the Canadian Pacific is 
operating with muiti unit consists of diesels on their 
trains. 

A. My hesitation here does not rise from 
any lack of belief that what we aid was right but I think 
we have gotten so confused I am not certain where we 
stand or how properly to answer you. I heuld prefer, 
and I want to be responsive, if you could rephrase the 
question. | 

THE CHAIRMAN: We will break for five 


minutes. 


--- A short recess. 
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MR. SINCLAIR: Q. During the recess, Mr. 
Banks, you and your assistants have been looking at the 
work paper that I was referring to in my Sponssecauiiaale rs 
have you identified it? 

A. Yes, we have. 

Q. It is your work paper? 

Aw It 18. | 

Q. Now, taking this work paper -- you have 
a copy. before you? 

Ay. Lidex 

Q. Will you take a look at your column 
headed "Maximum tonnage rating adjusted" being column 4 
of the work paper under subdivision -- 

A. First, second or third from the top of 
the page. | 

Q. It does not matter. The difficulty here 
is that the material contains confidential information 
and that is why I cannot put it on the record. I do 
suggest that a copy of this work paper be made available, 
as a lot of confidential information has been made 
Saiduiie, Ge the Commission if my friend would undertake 
to file it with the Commission? 

MR. FRAWLEY: The Commission may have it 
now, of course, there is no doubt cea 

| THE CHAIRMAN: Dr. Hays will have this. 
MR. SINCLAIR: Q. Looking at column 4? 
A. Yes, sir. 


Q@. You have taken column 4 being "maximum 


tonnage rating adjusted" which means, I take it, maximum 
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tonnage rating on an E.G.T. basis? 

A. It means, yes, a maximum tonnage rating 
shown in your tonnage rating manual. 

Q. And then column 6 you have taken the 
maximum tonnage recorded adjusted again being that you 
have woken ries this one-half of one percent example of 
train operations on the subdivisions in question. supplied 
by the Wienitenss Pacific, the highest observed tonnage ove 
the subdivision in the loaded direction? 

A, Correct. 

Q. Adjusted to equated gross tons? 

A. Adjusted from AS to no rating. 

Q. ‘dateabes in caine Gy a suggest to 
you, to an E.G.T. basis. | 

A, Well, the point about column 6 of this 
work sheet is that in many instances we found that 
Canadian Pacific's wheel reports showed the equivalent 
of the actual tonnage to coincide, is be the same. There 
was no place that I can recall the edd ae tonnage 
was ag than the actual. oo, 

Q. All I am asking you is, is column 
6 under which you have noted by the word "adjusted" , does 
that mean it is adjusted to E.G.T.? | 

A. Yes. 

Q. Now, in column 7, 1958, SB9 weight 
you will agree that the- figures there set up are ona 
A.G.T. basis? | 

An alk will ‘agree. 


Q@. And then you have developed the ratio 
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2)| of that column 7, actual gross ton miles train weight 

3 basis from SB9 to your maximum tonnage either on whicheve 
4/ is the least,the maximum tonnage recorded;or the edhe 
5|| tonnage rating as derived from your column 4 and 6. 

6 Ay That is correct. 

7 Q. And then when you move over into column 
8|| 10 you have taken the sample that was given tq you of 

9| Canadian Pacific in the (eee dvrdet ten and in columns 
10 | 9 and 10 have doubled the figures ben to you by 

11) Canadian Pacific. | 

12 A. For a loaded direction movement, yes. 
13 Q. The figures given to you were in the 


14 loaded direction? . 


15 A. . Yes, 
16 Q@. And you have doubled those? 
17 A. Well, -- I beg your pardon, the crew 


18|| wages were we loaded direction, I misunderstood you. 
19| The crew wages were actually divisional wage costs as 
20|| they had been computed by Canadian Pacific. 
21 Q. And your doubling does not apply to 
22|| column 9 headed "Crew Wages"? 

23 A, Yes, it applies there but the basis 
24|| from which the doubling was accomplished am the Canadian 
25 Pacific computation we doubled in order to provide for 
26 erew wages in both Wadd chevedey Atevenions. | 

i aha And in doubling the figures’ in column 
28 || 10 given to you by Canadian Pacific, my suggestion to 
29| you is that this assumes that the weights of train in 


30 || the empty direction are the same as. the weights of train 
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in the loaded direction. 
A. Not in the least. Miles and weight 
are different words and to me they mean different things. 
Q. What you are saying is that from your 
computation you have taken tile constructive train saving 
on crew wages and train miles based on your ratio with 
your euiawa ce the SB9 and applying them to the crew 
wages and ton miles you developed by doubling the figures 


given to you by Canadian Pacific. 
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A, Well, I am certain that what we did 


was described most Buecinctly by the word "doubled" 
which means we charged the same crew wages in the 
empty direction as in the loaded direction. 

Q. And the same train miles in the empty 
direction as in the loaded direction? 

A. That is correct. 

Qe On the basis of the train weights in the 
loaded direction? 

A. Yess 

Qe In other words , you are assuming, are you 
not, that the balancing ae sak cocci empty and loaded 
have been made? 

Age I don't see that balancing of weights 
has anything to do with it. In my understanding the 
thing that controls is the balancing of the mileage 
in both directions which the locomotives and freight 
cars have to cover. 

Q. That is the basis upon which you approache 
it? 

A, That is the key to the use of our 
doubling Sais dees yes. 

Qe In your computations as shown on this 
work paper, where have you made an adjustment to bring 
your comparisons of train\weights in these various 
columns on a like to like basis? 

A. I don't think that with the system we 
used such an adjustment was required. It was inherrent 
in the basic method. 


Q. Pardon? 
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A. It was inherrent in the basic method, 


Q. And that is the basis you rest your 
computation upon? 

Beni Yess 

Q. Will you turn to page 24 of your memorandu 
"Loss and Damage". I think we are agreed here that 
while you have set out soe) your memorandum a comparison 
of Canadian Pacific and Canadian National, and that this 
Was brought to your attention when the railways! cost 
witnesses were on the siaae) that you must have 
overlooked that; but in any event, it has been explained 
to you since, and I think you agree, that C.P.R. and 
C.N.R. figures are not comparable because the Canadian 
Pacific figures claims administration expense as well | 
as actual claims payments, and the C.N.R.'s do not 
contain administration expenses? 

A. This is true. The sole issue as to 
loss and damage relates to the question of whether 
it is proper to use one year or three years to determine 
this cost. | 

Qe On Canadian Pacific in the handling of 
freight claims I suggest to you that there is na. 
attempt made to record the cost of claims and the handling 
of claims on a basis of keeping in one year the claims 
and costs associated with the claims in that year? 

A, Yes. 

Q. Do you agree? 

A, I don't know what the basis is. 

Q. I suggest to you it is normal practice 


in the handling of claims that they may arise in 
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December of 1957 but not be paid until, maybe, 1959? 

A, This would seem feasible. 

Q. And that the amount of work on any 
given claim differs markedly; would you agree with this? 

A, Very Likely it is true, Whether it is 
typical of grain or not I haven't the vaguest idea. 

‘ Q. Do you know what is the biggest claim 
problem in grain? 

A, Isn't it dampness or spoilage through 
water? 

Q. That is one, but I suggest to you the 
real problem in grain claims comes from leakage? 

A. That is the same thing -- you mean loss 
of the actual loading through leakage in the car floor 
or side? 

Q. Yes, and the one I thought you were 
dealing with is not-tight cars and water getting in? 

Ay Yes, 

Q. Also there is the problem of dealing 
with grain claims arising from mishaps on recovery, 
— the disposition of recovery aa eters | 

A. Yes, Well, I don’t pteved Wir knowledge 
of the details of grain claim handling, sir. 

Qe I suggest. to you that because of these 
factors that are swinging in claims, and as there is 

no attempt whatsoever to hold them to one year, that 
the reasonable basis is to approach an average over 
years? 


A. Our analyst determined that there was | 


a very discernable relationship between the claims 
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payments and the traffic volume in a given year. 


Consequently, we believe that the closest approach to 
determining the proper loss and damage cost to be 
charged to grain in 1958 was to use the 1958 claim 
payments. - | a 

Qe I suggest to you that if you got a 
correlation between volume carried and payments made 
out, it is absolute happenstance, because, as we have 
agreed I think for a few minutes, there is no attempt 
to have related the costs in administration of claims 
in the years in which they occur? 

A. This may be true and it may be happenstan¢e, 
but the relationship exists, and surely the C.P.R., 
which places such stress on statistics should not find 
our modest attempts to do the same -~ should not bring 
them into question. We found such a relationship, 
and we used 1958, 

Q. I suggest to you that you must not take 
one year aS a base when you have the fluetsuations in the 
work and payments that I have been ref évPing to; will 
you not agree to that? 

A. Well, the data that were given to us 
when related to the traffic volume indicated otherwise. 

Qe. For one year? | 

A. No; for three years: 1956, 1957 and 
1958. 

Qe Are you suggesting the claim payments 
in those years reflect a correlation between the 
volume of grain handled -- a direct correlation? 


A. Not a direct correlation. I saida 
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discernable relationship. 

Q. You mean dollars and ton miles; is that 
what you mean? 

A. Between dollars and ton miles -- no, 
Between --- 

Q. Dollars and revenue? 

A. I believe it is dollars and car ivade: 
I am looking for our worksheet and Iwill check it. 

In order not to hold things up, we would be 
very happy to supply this relationship -- a copy of the 
wrksheet which shows the discernable relationship to 
which I have referred, to you and to the Commission 
staff if you wish, It is, in any dren; the basis 
for our suggestion that 1958 rather tham a three © 
year average is the proper US2 © 

Q. Awe you saying 1958 is a representative 
year? 

A. Iam saying --- 

Q. For claims? 

idea vo: 

A, I do not have the vaguest/on that point. 
I am suggesting, however, that the problem given to 
me was, "Make the best possible estimate you can of 
the arene of moving grain to export positions in the 
year 1958." 

Qe It gives a lower figure than the 
average? If you take 1958 it will give you a lower 
figure than averaging the three years? 

A. Yes. 

Q. if it had given you a higher figure 


would you stiil have taken it? 
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A. We would have to take it to be consistent|. 
You folks, as I recall, in exhibit 132 made similar 
adjustments for what you deseribed as consistency, 
each of which had the effect of increasing the cost of 
grain. | 

Q. Wasn't it as the result of the suggestion 
made at the 1959 cost eenference that the three year 
average bef used that we made the adjustment? 

A. ram not understanding you, 

MR. FRAWLEY: What 1959 cost conference? 

MR. SINCLAIR: Well, Mr. Frawley, you may 
have overlooked the fact there were wimerous cost 
conferences between the consultants of the grain trade 
and the provinces and the railways! cost people in 
1959. 

MR, FRAWLEY: You mean the trips from 
Washington to Montreal? $I just want to identify it. 
I only know of one cost dunrevencs ~- the one set 
up by the Commission staff. However, you are referrin 
to these many interviews Mr. Banks and these people 
had in your research department? 

MR. SINCLAIR: And some of which were attended 
by the members of the Commission, They were conferences. 

MR, FRAWLEY: It is just the use of the word 
"conference". 

MR. COOPER: I believe M’. Sinelair is 
referring to the conference at which minutes were taken, 

MR. SINCLAIR: No, no. 


THE CHAIRMAN: The meetings in Montreal. 


MR. FRAWLEY: Yes, there were many of them -- 
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too many, we thought, for certain obvious reasons. 


MR. SINCLAIR, Q: At pages 25 to 28 of your 
memorandum you are dealing with yard switching? 

A, Yes, sir. 

Qe It is volume 116, pages 19230 and 19233. 
In dealing with the intermediate switching in your 
presentation to the Commission what weight did you give 
Go the switching made necessary by congestion at the 
terminals or of the ne¢d for holding back one grade 
and advancing another grade of grain? 

A. The congestion that you refer to, which 
L will deal with speareeiy Pail the other point, 
refers to the abies of cars at yards beeause of the 
inability of elevators to receive all ears available 
for unloading. Is that what you are referring to? 

Qe Yes, or to receive tuffs, or to receive 
types of cereals,: or to receive types of wheat -- Durham 
versus No, 1 Northern, or whatever you want to take -- 
coins still grow any, Red Bob? 

(Ay You asked what weight did we give? 

Q. Yes? | 

A. Let me answer that by saying there were 
several ways in which we gave weight to this situation. 
One was, we looked for it on the Tl basie data forms 
which were in effect -- a schedule which each yard 
conductor submitted to show what he did with his time 
during the course of the yard study. No reference 
appeared to any storage or anything that could be 
construed as storage. We further asked Mr, H.G, McGinn, 


your yard study experts, whether there was any storage 
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during the course of the year at Kenora, which was the 
yard we most intensively surveyed, and he said, "There 
is very little". 

Q. Did you follow that through by looking 
at Ignace and other yards, or did you, as you say, 
deal with Kenora? 

A. We examined three --- 

Qe I mean to McGinn -- are you restricting 
your answer? 

A. I did not personally talk to McGinn on 
this subject, and if you will wait a moment I will find 
out. 

I am informed that Mr, MeG@inn did not think 
that there was any -- informed us that he did not 
believe there was any appreciable amount of storage 
at any of the points you have mentioned, 

Q. At any of the yeikee on the main line 
of Canadian Pacific arising from congestion in the 
elevators at the terminals? 

Ai That is what he gave us to understand. 
There was some which occurred sporadically. 

Qe Have you got the language? 

A, No sir, he didn't say it in writing. 
This is a matter of --- 

Qe Your understanding of what he leek 

A. What has been told me iy te person who 
conversed with him on this subject. 

Qe I see. 

Q. Further, if there was in fact storage 


we believed that C.P.R. should hawe-sdjusted its figures 
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at the yards where storage did occur to wash out that 


waiting before applying such numbers to the yards where 
it did not occur. Any such adjustment --- 
Q. Which yards? 
MR, FRAWLEY: Let him finish, ‘Any such 
adjustment --- 
MR. SINCLAIR, Q: Which yards would that be, 
in your opinion, where there was no storage of grain? 
Ae I have no knowledge of this. I have 
just told you that, sir. In any event, we thought 
that if there was any substantial amount of storage 
at Kenora at the time that thec.P.R. made its yard 
study, and if widee was no substantial amount of 
storage at Kenora considering the year as a whole, then 
C.P.R. picked a somewhat less than representative time 
to make a yard study. We think they should have picked 
another time if storage wWas.a matter of any consequence 
at the sample yards at the time the study was undertaken, 
and sPeonitie that storage was not a regular funetion of 


such yard. 
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Q. Well, the senegxe of Canadian Pacific 
and their representative yards that they took in making 
their switching studies is already in evidence; and I 
will not counivestuat at this time. 

In your integmediate switching computations 
Mr. Banks, what weight did you give for movement into 
an intermediate setuciee a local train and transfer over 
to a through train? | 

A. What we did in this connection was 
start with the basic assumption, which was confirmed by 
the previously referred to Mr. McGinn, that at the 
intermediate yards -- 

Q.. I'm sorry. Are you quoting Mr. McGinn? 

A. No, not directly. | 

Q. This is again your dadendtbmalic arisin 
from some conversation that you had with Mr. McGinn? 

A, That Mr. Harter Williams had with Mr. 
McGinn. 

Q. But. you have no confirmation of this 
in writing of any kind -- a letter that I could look at? 

A. No, we were forced to rely -- I will : 
amend that statements. We did rely on the good faith of 
Canadian Pacific personnel. When they made a statement 
to us, we accepted it at its face value. 

Q. Mr. Banks, I do not know why you have 
to say things the way you do. 

I suggest to you that it is quite easy for 
you to have eredavaesvarde the information that you got 


and there would be no question of lack of faith one way 
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or the other, and I was not suggesting that you lacked 
faith. But it is quite easy to misunderstand and to 
apply generally where an answer is given specifically, 
Sdieuat I suggest to you, Mr. Banks, we are fortunate 
on this Commission in having pedple who are very 
knowledgable of the handling of grain and. in the terminal 
operations est en vend ytiets Fort William, and in the 
handling of trains. 
| A, Sir, I agree completely with everything 

you have just said. My position is we asked the people, 
the ee in charge of the various phases of the C.P.R. 
study the questions’ that to us seemed ieee aa We 
asked this particular question -~ one of our weeps did - 
of Mr. McGinn. We got the answer from him. We did not 
believe it was necessary to ask him to confirm in writing 
everything that he said to us during the course of our 
stay in Montreal. If this is unreasonable, or if we were 
weak in placing reliance on such oral answers , there is 
nothing a can do ee correct it at this time. 

eS. = paszeat to you that you can well have 
misinterpreted the information you received, because you 
might have put the question in a broad aspect and may hav 
got a direct answer to a direct question. 

A, Well, sir, may I attempt to tell you 
at we did. However we may have-arrived at a point 
of departure I think las already been thoroughly explored 
a What we actually did here was to take the position 
that at intermediate yards 94 or 95 out of every 100 grai 


cars passing through a yard have switching service 
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performed for them, and for only two things: - changing 
the vans and cutting out the cripples. 

Q. And this is based on the car alone? 

MR, MAURO: Have you finished your mswer, 
Mr. Banks? 

THE WITNESS: No. The numbers that I am 
using are based on the Kenora yard for illustrative 
purposes, yes, but the principle applies elsewhere, as 
Canadian Pacific itself recognised when it used the yard 
switching minutes. at edd? 4h a somewhat less than 
completely precise way, applied this to a group of ten 
yards as far west as Kamloops, I think. ee that is 
right. The switching minutes which. C.P.R. developed from 
a yard study at Kenora were an influential factor in 
developing the number of switching minutes they attributed 
to yards, to ten other yards, of which the western most 
place was Kamloops. 

Q. Now, Mr. Banks -- 

A. May I finish my answer, please? | 

MR. FRAWLEY: He must be allowed to finish 
his answer, Mr. Bhatia ss 

THE WITNESS: And because this was the 
method that C.P.R. used -- and I am not suggesting what 
method might be preferable -- but it was the method they 
used, and all their dave was based on such a methods. ‘vw 
necessarily had to resort to the same basic information. 
So therefore what I say, viii oti is was upon an intensive 
scrutiny of. the Kenora yard study, has an influence 


throughout all the yard switching portion of this study. 
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We assumed, as I say, that 94 or 95 out 
of every grain car going through these yards had nothing 
done to the trains, except to change the. caboose or the 
van and to cut out the bad order cars for switching to 
arip track, It follows from this that the local work 
done for local train cars switching in and out of such 
trains amounts to an insignificant fraction -- maybe 
four or five cars.out of every 100 grain cars are local 
cars. 

Q. That is 4 or 5%? 

A. 4 or 5 out of every 100, I believe, 
would be 4 or 5%. 

_Our view is that this would not change the 
significant result. But I am not quite finished yet th 
because one important and subtle distinction that seek e 
be overlooked: is that the amount of local work done at 
a yard like Kenora for all local traffie is a larger 
amount of the local work done by the switching engines 
at that point than the local work done for grain cars. 

Let me start again on this last point to 
make sure that fe wis sgt aegis clearly what is 
significant. At Kenora, 15% of all the cars . 

passing through the yard in the year 1958 
cae Tenet cars. By definition, a local car is one 
that is cut in or out of the through train because it 
has to go over to some local industry or to a way train for 
further movements. 15% of all the cars at Kenora were 
ra local trains. But, if we disregard the wake 


railway and look just at the flow of Crow grain freight 


ey — 


an = 
= 
_ f EF 


dove 20 avo bas at gaidodtwe 2189 ets oe 
| GENER. = noidoss? Sneortimpsank as hale 


che ao # at tact ee 


avebied r .00L yasve 20 do. 2. te # eMcds Wino 


@ ds ae Ti ad tom | 
edit eyasdo ton bluow atdd tadd al weby 80) ele | <i — br 


Bi. tox boistatt s¢tep ton ms I dud ..diwees vena tisate 


"dies ted? soktonivels eljidue bas instrogml mae 88 as 


acid Wa ii 7 
ta anoh aaew faool to tawome edt tant et oenlooszers od g 
tegts!l s al olttsut Lgool [is 101 sxened) itt row my Pap 


ae | 
4 


29algno gattotiwe edd yd estab sow Leos sat to trons tae 
| : be 


e190 atsiy 10? eaob axow Ieool eng a tjntog tart al y 
ot tatog tesl efdd no ategs Jisde om tol | 
at tesw yirtseflo etinp besvsia poe dans mame 
ates edt [is to RL ,eterned GA -dasott 

6@eL seey eat al rine od? dauomls anisesq §.: ci 
SAG eh ago [aool s ,noliinited va. ,s16> Insole 


$i seaweoed nleat aguoids eit to guo to al vse a 2 galt 
Se a v ss 


hiss 7 gia” 


“pt atexd yaw o o¢ 10 “aden het isoot emoz. ot I9vo x 
o19w stoned de asso eds Ife to RAL .adne 


} 


siorw edd ogsgertalh ow Ud ilend 5 
idgtest alesy woud. to welt, natn trace 


ANGUS, STONEHOUSE & co._Tto. Banks, Cr.ex. 2e2hhg 
. (Sinclair) 


cars, only 6% of the Crow grain ces ieak ears flowing 
through Kenora were local cars. So that one can conclude 
from all this that the amount of local switching engine 
work done at a point like Kenora is greater on behalf of 
other traffic than it is on behalf of Crow grain. 

Q. Are you suggesting that that was not 
properly measured in the Canadian Pacific study -- the 
difference between local switching, account grain, and 
local switching, other traffic? 
| . A. I elieve that there has been a great 
deal of stress upon the importance of local switching, 
such as the transfer of grain cars from way freights 
bo through frobuhvime, Wuetalman. bhenefene-addvessinc 
myself to is the question of just how Lupontent this 
type of work is, and what I ee ate ae to the 
Commission is that it is a more important type of work 
for other traffic than it is for Crow grain. For 6row 
grain, it is not very important at the yards that we 
were able to study. 

Q. Well, the yards you were able to 
study and which you said you based your studies on with 
respect to flat switching, and matters of that kind, is 
Kenora? 

A. Sir, Kenora was given to us as 
eaetinkeriah leas That is why we were given it. 

| | Q. Who said it was representative? 
A. Canadian Pacific said so. That is why 


you picked it and applied its average switching minutes 


to ten other yards all across the continent. 
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Q. I suggest to you that what Canadian 
Pacific did was take a group of yards, of which Kenora 
was one? | 

A, That is right.. 

Q. But you did not do that; did you? 

A. I do not think that is quite -- 

Q. Did you? 

A, ~ an accurate pitied } mir 

Q. Did.you do it? 

A. Did we do what? 

a. Take an average of three yards and 
apply them like the Canadian Pacifie did? 

3 Be. Yes, we did. re We 
certainly vestastad have preferred to take it out. 

Q. You did it in the studies you presented 
to this Commission? | 

Aon Yepie ei 

Q. I suggest you took two yards? 

A. If we did that, it is news to me. Our 
instructions were we would take all three ee tian. 

Q. What were the three that you took? 

A, Kenora was one. 

Just a moment, and I will tell you. I will 
have to dig out C.P.R.‘4s own yard study description here 
to tell you what the other yards were, because we used 
the same yards that you folks did. | 

Q@. In your study, you used the same basis 
of the three yards that Canadian Pacific did and applied 


them in the way that Canadian Pacific did? Are you sure 
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of this? 

A. Sir, you are over-simplifying a very 
complex proposition, 

Q. Page 30 of the memorandum you filed, 
page 19235 of the transcript -- 

MR. FRAWLEY: Just take a minute of time and 
give him the three. 

COMMISSIONER BALCH: What is that reference 
on page 27 to Broadview, Kamloops, North Bend, Revelstoke, 
Field and Ignace? 

MR. SINCLAIR: This is what arose out of 
this question. I may as = make my position clear now, 
What I think was done by these people was to make a 
tonnage factor adjustment over and above the Kenora 
adjustment based on Revelstoke. And at page 27 they say 
that they have made a tonnage adjustment at the yards shown, 
namely, Broadview, Kamloops, North Bend, meen totale Field 
and Ignace. 
| In other words, there was a change i 
tonnage. In some of these, they have shown them as both 
loaded and empty. In another en in one direction only. 
What this means is that tecause of the way they have 
developed their cost switching, they have a basic figure, 
and they have added to it & tonnegé adjustment factor 
‘at the yard specified. 

Q. Would that be a preper explanation of 
your method, Mr. Banks? 

A, I think in general terms, yes, it is a 


proper description, in general, of what we did at 
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2|| Revelstoke Ais at Kenora. 

3 But, adverting now to the three yards you 
4| asked me to look up eats intermediate sized, medium sized 
'5| yards, we used Saskatoon, Medicine Hat and Kenora, 

6 Q. You bug reading from the Canadian 

7| Pacifie's study? 

8 A. I am. I am reading from your exhibit 
9|| No. 59, because we used the same putas? Rte used them in 
10| the same way that you did with the adjustments that we 
11] have described in our text. 

12 Q. Will you pardon me for.jus& 2 moment? 
13 Be (km BOLL), i Bey continue, sir? 

14|| There is some confusion here, because C.P.R. dart 

i5| different set of studies before exhibit 132, and another 
16] set that they applied in exhibit 132, and the yards I 

17|| just gave you were the pre-132 yards. We had to adjust — 
18|| our numbers because C.P.R. did, I am esie aes Swift 

19} Current replaced Medicine Hat = one of the three medium 
20|| yards which we re-studied. for use in exhibit 132. So, 
21] the three we used, identicalwith the three C.P.R. used . 
22] in the final statement of "the cost" were: Saskatoon, 


23|| Kenora, and Swift Current. 


24 MR. MAURO: That is post-132? 
25 THE WITNESS: Yes. 
26 I beg your pardon. Kenora, Revelstoke 


27|| and Swift Current. The three yards were: Kenora, 
28 | Revelstoke and Swift Current, those being the three 
29|| yards at which special studies were made by the C.P.R. 


30|| as the result, in part, I believe, of suggestions we made 
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as to possible improvements that they could make in the 
pre-132 costs. 

Of course, what. happened there was that 
when they went back to Kenora to make their second yard 
study, at that point they unfortunately overlooked the 
Wheat suutdtlereswaatcdkenches af fnewdbanthe ground at 
the time, so the yard engine minutes that appear niebue 
study now are inflated to the extent of having in them 
the HedMesow kor working procedures 1 wikdueiiicnket ie 
follow from the fact that a man is not sure of his footing 
The C.P.R. has, however, agreed that — is probably an | 
over-statement of the cost. So, the three yards that we 
are talking about -- 

Q. Mr. Banks -- 

A, -- are Kenora, Revelstoke and Swift 
Current. 

[Qs Mr. Banks , I do not know why you feel 
it necessary to bring in certain things. This is just a 
little knack that you have, that you put 6 or 7 things 
in. We will answer your suggestion in rebuttal evidence 
about the winter switching, and this is in accordance 
with what I thought the Commission wished me to do. 
However, if you want me to cross-examine you on winter 
switching, I will be glad to do so. 

MR, COOPER: Mr. Chairman, my friend Mr. 
Sinclair is referring to the ee eae on winter 
switching which it is understood will form a part of 
the rebuttal evidence, if the C.P.R. will see fit to put 


the matter in on winter switching. I would suggest that 
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that arrangement be left, as it has already been made, 
and that we not get into the matter at this time. 
THE CHAIRMAN: We so rule, 

MR. SINCLAIR: Q. Now, Mr. Banks, in 
regard to the way in which you did intermediate switching, 
what you did was not the same as Canadian Pacific, because 
by using a tonnage change factor you, by taking Kenora as 
a base and Revelstoke as a base, gave undue weight to 
the eee er between non-tonnage adjustments and 
caboose and cripple hops, I suggest to you, and that you 
cannot on the ante: thet you have pring it into balance? 

A. Well, Mr. Sinclair, I simply say that 
from the way you have framed the question a person who 
has not looked at this information would gather the- 
impression that we have performed some statistical 
manipulation which resulted in a distortion of the 
numbers, and I believe that this would be an unfair 
conclusion to draw, because we did not do anything but 
this, gentlemen: we looked at the T-1 yard conductor's 
report op Revelstoke and at ee rie We looked at what 
those reports showed and we drew off some numbers, and 
while we were doing this Mr. H.G. McGinn was sitting right 
with us. He Saw what numbers we drew off. We adied 
C.P.R.'s data, and we discussed wiih Mr. MeGinn the 
Ration ar these yards, and he gave us to understand 
that the major function that these intermediate yards 
which have just been named by Mr. Sinclair was, in so far 
as grain was concerned, the two things I have mentioned: 
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Q. Mr. Chairman, I am sorry to | interrupt 
but I am instructed that the iculannaiet date about 
what he did with Mr. McGinn is incorrect, that we 
_instrueted Mr. McGinn to be there with our record but 
pee let him take off whatever he wanted to take off.. 
We were not passing on the reasonableness of the 
data he was using or seihitlinndien its 
A. Well, this is probably a futile 
discussion, We had a room one-tenth the size of this 
and there were three or four people in it and one ‘ 
person could not do snythineiwithout the others knowing 
what he was doing. Mr, McGinn had nothing dines but 
Bit on sentinal autgy and We ia what was going on. 
I do not believe there is any contradiction here, Mr, 
MeGinn did not. gpprove or disapprove of anything, he 
saw what we did and had an ge eeuatiey to advise us 
as to whether we were being reasonable or unreasonable. 
We asked him what his major function of this was in 
so far as freight trains are concerned and he advised 
to cut out the cripple cars and change the vans. 
Qo I would say this points up the disabilitie 
of what happens in thase matters. This isthe: third or 
fourth timethis witness has said what he recalls was 
said by Mr. MeG@inn when Mr. McGinn Was there only to 
be there when he took off data and not to deal with 
whether the interpretations being put on by Mr. Banks 
and his staff were right or wrong. I think it was in 
accordance with what we agreed to do. 
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operation having much to do with the economy of Canada. 


We came with ho ‘preconusputoneaiee we had to rely on 
Canadian Pacific personnel to orient us, to give us 
some idea of what was going on. Once can look ata 
map of Ontario and not know what cetettion Kenora carries 
out for the Canadian Pacific; we could guess but not know. 
We had to make some guesses on the waste dt tows previous 
knowledge and translate these into quest{ons directed 
at various Canadian Pacific persons of whom Jim McGinn 
was one, We asked questions, perhaps we did not ask 
everything we should have asked but we did ask in- 
numerable questions of McGinn as well as others. We 
relied upon the answers we got and I do not know any 
other way of doing it. 

THE CHAIRMAN: You interpreted his answers 
in making your computations? 

THE WITNESS: Yes, Mr. Chairman, In any 
event, this series of yards specified in pages 25 throug 
28 of our presentation which we adjusted what the C.P. 
did, we did it on the basis I have just described. We 
started out by using Canadian Pacific basic data and 
took from this and yard conductors reports the 
elements of yard switching and the time attached 
thereto which related to the work that we believe was 
performed for through grain cars, namely, changing 
vans and cutting out the cripples. In the case of 
a series of yards where tonnage adjustment had to be 
made, we took that into account also. 

MR. SINGLAIR, Q: Mr. Banks, when you 
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you left the basis used by C.P. which was an expense 


basis and went to a revenue basis; correct? 

A. Yes. 

Q. In taking the revenue basis of grain 
did you take grain revenue at the basis of half a cent 
per ton mile? That is the revenue basis that is in 
the accounts of revenues of Canadian Pacific at the 
present time. 

A, Is your question properly understood 
as: did we use the 1958 car grain revenues as the 
basis for apportioning traffic expenses to grain? 

Qe... Yes? 

A. Yes, we did. 

Q. That is on the basis of half a cent 
per ton per mile? 

A, That is correct. 

Q. Would you ene at table No. 3 which is 
at the back of your document , account 372, table 36 
Your variable here is thousands of GTMs and pa suggest 
to you the basis is 27 divisions, that is the way 
it was sega hel by Dr. Borts. In other words, it 
excludes the terminal divisions? 

A. Yes, that is correct. 

Q::. ge that your figure of unadjusted unit 
cost which is in column 3, the top line for 
transportation superintendence and overhead --- 

A, Ave we talking about. 0.05644? 

Q. No, unadjusted ii teweneee for transportation 
superintendence and overhead. } 


A. 0.02442, 
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Q. No, unadjusted unit cost for transportation 
superintendence and overhead? 

A. I suggest it is 0.02442, 

Q. Well then, the next: step, you made an 
adjustment faetor to that and got your adjusted unit 
cost? 

A. Yes. 

Q. Which is 0.04390? 

‘AL Yes, 

Q. And you multiplied for account 372 the 
unadjusted unit cost of 0.05644 by 0.04390 to arrive’ 
at 0.00248 for superintendence unit costs? 

A. Well, in this particular ease you 
have brought our attention to what was an additional 
adjustment that had to be made because the complete 
details of it are contained in a worksheet that I 
believe we have made available or if we have not we 
can do so. When deuidten Paotein made its computation 
from which ours departed they did, as you suggest, use 
a 27 division basis. 

Q. Who did? 

A, Canadian Pacific., 

Q. I am suggesting you did. 

A. We did it because we only had data for 
27 divisions and consequently we had to use what we 
had but we recognized the mace y of dispatching and 
station employees expense and consequently the 
adjustment factor which is found in column 2 of our 
table No. 2, namely 1.44182 reflects the fact that 


we picked up the dispatching and station employee 
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expense at the four terminal divisions in our cost 

computation and allocated a shore of them to grain. 
Incidentally, that is something that C.P.R. did not 
do, This had the effect of increasing our costs to 
estimate for grain. 

Q. I suggest to you, Mr. Banks, that if 
you had worked on a 31 division basis vather than a 
27 division basis you wouldhave automatically developed 
the factor for transportation applicable to superintendence 
and overhead chargeable to terminal. 

A. I fully agree with you and the reason we 
did not do it was because we did not have this account 
for a four terminal division, We could only work with 
the information you made available to us. 

Qe You believe you have picked up the 
dispatching and station employees expenses at the 
terminal divisions through the factor that you apply 
of 0.04390, is that correct? 

A. No, through the adjustment factor 1.44182 
in this one particular instance. 

Q. In this one particular instance? 

A, Yes, sir. 

Q. And that factor reflects in the 27 divisions 
shown to what 31, in your judgment,. shows? 

A, ‘That is right. | 

Q. Now, looking at table No. 9 near the 
bottom of that table you show permissive earnings at 
5.587 per cent ; that is a gross figure including 
income tax? 


A, Yes. 
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Q. When did you receive that figure from 
Dr, Ulmer? I presume you got that figure from Dr. 
Ulmer. 

AY No, we computed the figure ourselves 
after Dr, Ulmer told us what in his judgment would 
be an appropriate permissive level of earnings for 
the property. From that point on this was a very 
Simple computation. 

Q. vanwene minute, Mr. Banks, what I asked 
you was, when did Dr. Ulmer give you the basis for 
that Pigure? | 

Ae on, “L do not know the exact date. 

Q. Well, give me the month, that is good 
enough or even within two months. 

A, Well, it was in the summer. 

Q. Was it July or August of 1960? 

A. My recollection it was late isle es at 
little after Labour Day. 

Q. It was in September or late August of 
19602 | 

A. That is correct. 

Q. And Dr. Ulmer gave you the basis for 
you to develop this figure as soon as he had completed 
his study? 

A. Yes. 

Q. Now, what you did was then use that 
as a factor and develop what you considered to be --- 

THE CHAIRMAN: Just for the record, who is 
Dr, Ulmer? | 


MR. SINCLAIR: He is the man who appeared on 
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ANGUS, STONEHOUSE & CO. LTD. Banks, cr-ex. PPHel 
_ TORONTO, ONTARIO (Sine lair) 


behalf of the provinces of Manitoba and Alberta on 
permissive level of earnings for Canadian Pacific. 

MR. FRAWLEY: Dr, elmer J. Ulmer is the 
professor of Public Finance of an American university 
who came before the Commission and gave evidence with 
relation to the cost of money. 

MR. SINCLAIR: Well, I answered you the way 
I believe he gave his evidence. 

MR, FRAWLEY: That is obviously why I made 
my remarks. In any event, we have identified him 
now, surely, cost of money ae permissive level of 
earnings. 

THE CHATRMAN: That is all we wanted. 

MR. SINCLAIR, Q: You developed a cost here, 
& system cost of 5.3 million dollars being viata 
cost of servicing this investment that you were going 
to charge a fraction of to grain. ; 

A, It’ was not a capital cost, it is a 
permissive earnings cost. 

Q@. Thank you, Mr. Banks, in the light of 
‘what your counsel just said. I suggest to ‘you that 
in doing what you did you applied only the western | 
factor to arrive at that portion chargeable to grain? 

A. No sir, this number that you are talking 
about sei a has to west track miles, is that the basis 
for your comment? 

Q. Yes? 

A, This is a number which stems, I believe, 
from our regression analysis and if you will wait just 


one moment I will dig out our worksheet. 
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ANGUS, STONEHOUSE & CO. LTD. Banks , er-e@xX. 22462 
TORONTO, ONTARIO (Sine lair) 


Q. Just to hurry this up a bit let me 
ask you and see if you agree with this: what you did 
was take variable costs of grain to variable costs 
of freight traffic system to develop your factor, ~. 

I am suggesting Go you that what you should have done 
on the basig of your computation is variable cost 
grain, variable cost freight traffic in western Canada. 
and a much larger proportion of grain to total traffic 
in western Canada bhain on the system, the difference 

- heing between 25 overall and 4 overall, in that kind 
of a ratio you have by not applying the same basis 

in your computation understated substantially the cost 
that would be chargeable to grain. 

A. Well, Mr, Sinclair, that is at least 
to me a complicated statement that you have just made. 
I do not know whether it is true or sider addr woutla 
have to look at it. | ty 

Q. If you find it is right all you have 
to do is send me a letter and send a copy to the 
Secretary of the Commission. 
| A, If I find I agree I will send a letter, 

oR. MAURO: You will first check with your 
counsel. 

MR. SINCLAIR, Q: Very well, just don't 
bother. 

Now, just one or two more points that I 
wish to deal with here, a small point, but I would 
like to see if you and I are in agreement with it. 
Under the usual costing procedures as used in the 


United States ,investment in freight cars are developed 
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on car days; do you agree with that? 

A. Yes. 

Q. Now, in respect to car days, Mr. Banks, 
I think we agreed yesterday that in transit time of 
grain because of a number of factors fis lower, such 
as holding out for congestion, holatne out for grades, i 
is slower than the average of frei ght traffic. There 
is another addition, I suggest to you, that in the 
proportion of grain moving over branch lines as 
compared to the average of all freight traffic, the 
branch lines being Slower than the main line time, 
that this would then have in transit time on grain 
higher than other traffic: de can agree on that? 

A.  ©On.the eyerkce: yes. 

Qe Now, Mr. Banks, in the Canadian Pacific 
method whereby car days and idle car days were 
ekbleaca separately, you suggested in your criticism, 
as I interpret it, that the result of the ae 
followed by Canadian Pacific is to overstate the car 
day account. I am not clear as to the basis for 
that criticism so would you please Let me’ -know what 
it is based on, 

A. It is based on several things and one 
of them is the assumption that idle time on grain 
boxcars is the same as the idle time for all cars. 

Mr. Stenason made this statement at the’ cost 
conference and I have not looked at any of the numbers 
involved but it defies, it does not pass the K test 


for the idle car time that all grain boxcars operate 


the same as the idle time on a hopper car, a gondola 
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car, or a flat car for piggy-back service. It defies 
common sense yet Mr, Steuifode says that we have 

drawn a three hundred car sub sample of Canadian 
Pacific cost consisting in half part of grain boxcars, 
90 other boxcars dint ev HN We grain and the Ballance 

a springling of cars of various sizes, shapes, Pati iitas 
ida He as they all have the same idle ratio. I 
‘ey that Canadian Pacific's position defies common 


sense. 
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Q. Do you know what percentage of the 
total freight car fleet of Canadian Pacifié is a boxcar 
fleet? 

A. It is a very high proportion, I am sure, 

Q. Yes, and when you are working on an 
average ‘you could have some below and some above, and 
with boxcars swinging the bias in the average, coming 
from a railroad in the United States, fey. thatanse, the 
Chesapeake and Ohio, you might be surprised -- or the 
New York central? 

A. TI am not sure what you mean, 

Q. I am suggesting that the operatibn in 
swing of boxcars with the Canadian Pacific can be 
very different from what it would be on the New York 
Central? 

A. I don't know what you mean by the word 
"swing" used in this context. 

Q. That the actual idle days in the cyole 
of boxcars on the Canadian Pacific can have a different 
pattern than you would find on the New York Central? 

A. Yes, I am sure that it can and does, 

Q. And the prepotipn of boxcars to total 
freight cars on Canadian Paottt has a. different 
relationship than you would find, for instance, on. the 
New York Central? | 

A. Yes, undoubtedly, but nonetheless 
Canadian Pacific has certainly made enormous efforte 
to measure things with precision, and, as you said to 
me before, if two different factors coincided the way 
I suggested they did, this was sheer happenstance. I 
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say to you now if it is that grain boxears have exactly 
/ j : | 


the same idle ratios as the small percentage of hoppers 
-- ; | 
and flats and refrigerator cars on the C.P.R.'s. 
| 1 : 
fleet, that is very interesting. To me it means another 


case of happenstance, 


Qo Z suggest to you that what pasioally 
your criticism is on this matter is that you have 
some doubts about it, and you have suggested, I take 
aby that the ICC method, or what may be termed the 
conventional method of the car day account, in 
developing car days attributable to study traffic, 
be used, and would you be batipeied if this was done 
and applied as a test against the. C,P.R. basis? 

A. Let me say this, sirs ‘is is a 
complicated matter. One could mee ihe Icc date and 
apply them to C.P.R.'s operation and, in, fact, C.P.R. 
and ourselves both did this to some at ereth However, 
the problem is not solved jhat- wantly because as soon 
as we begin adjusting any of these factors to reflect 
the special studies C.P.R. has made we have got to 
adjust other factors. 

Gentlemen of the Commission, I don't know 
if you are familiar with rail form A, but this is one 
out of about 45 pages, and as soon as you start to 
adjust any number, or almost any number». im this 
group it has an impact on many of the pages in this 
form, and if C.P.R. is exc do this, we say that 
whether or not the results would be yprta would 
depend upon which yumbers were itcuinted and whether 


other required adjustments were also made, 
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ANGUS, STONEHOUBERCO.T. Bones open, 22h67 
(Sinelair) 
To answer Mr, Sinclair's question, I don't 


know whether or not to do that would resolve this 
issue. 

Qo What I am suggest ing is that there is 
@ procedure used in the United States. It is not as 
detailed a procedure as Canadian Pacific did in this 
ease. What I am suggesting to you is, taking the 
basic procedure of the Interstate Commerce Commission 
and applying it as a sect, would you be satisfied with 
that? 

A, The baste procedure of the ICC? 

Q. On car days? 

A, Well, I don't ‘iow what you mean by 
"the basic procedure of the ICcc", 

Q, As set out in rail form A? 

A. You mean make a rail form A computation 
of car days? | 

Qo That is right, 

A, Well, this is what I was dealing with 
in this matter I have just mentioned to the gentlemér 
of the Commission, Within the framework of what you 
have labelled "rail form A", there are many different 
procedures possible, and the railroads in the United 
States and the shippers and the regulatory agencies 
use rail form.A guite commonly, but they reach quite 
different results from its use. All I am suggesting 
is that if you were to use it it might satisfy us, 
as you call it. I don't know whether it would or not, 
The chances are it would not because there is a 


tremendous and continuing controversy over the answers 
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one gets from using it. 

Q. Let me suggest that under rail form A 
you say Shere are aiternative procedures available: 

culd it satisfy you to use these procedures as a 

Gest? 

A. Certain of such procedures would have 
to be used, yes; but that is not the only criticism 
L have. You asked me my eriticismss do you want me to 
mention the others? 

Q. No, I just want to try to get --- 

A. There are numerous others, 

Q. Pardon me? 

A» There are other criticisms which I could 
make of C.P.R.'s pas day procedures. 

Q. You have set them out in your statement 
to the Commission? 


Aa Not very well, I fear, to judge from 


gome of the exploration of this matter at the cost 


eonference and subsequently. 
Q. Well, we will have to deal with those 


when the time comes, 


Will you agree it is a necessary pert 
railway operations that as trains move through terminals 
they have to be checked, inspected for draft gear, 
running gear, and matters of that kind -- cracked 
wheels, shelis? 

A, Yes, I agree with this. 

Q@. And that these checks and inspections 
of running and draft gear are a cost associated with 


the traffic? 
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A. Yes, 

Q. Directly? 

Ay (Yes. 

Q. In your suggestions as set out in your 
cost presentation to this Commission, what allowance 
did you make for costs charged to grain for inspection? 

A. It was included as an inherent and 
integrated portion of the unit cost coeffietient that 
we have derived for account 314. We did it, 
incidentally, in our cost study exactly the way C.P.R. 
did it on the pre-132 basis. 

Q. I suggest to you that the method you 
followed was partially an ICC basis, but that you made 
an error in this regard, that what the Ice aosumte 
a 70/30 split, but before doing that they take off 
the 16 per cent inspection charge and apply that to 
the study traffic?- You didn't do that, but you took 
a 70/30 all the way through? 

A. This 16 per cent --- 

Q. Would you agree? 

A. Yes, I agree, but I suggest to you that 
the 16 per cent figure, as we state at the top of page 
15, is a pretty weak figure. 

Qe Whatever the strength or weakness of the 
figure, it is one that is used in the United States, 
and you are suggesting --- 

A, I am suggesting --- 

Q. You are suggesting that you are not 


satisfied with that being applicable, beeause I think 


it arises out of an intensive study in 1947? That is 
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what you have just said -- it is done a long time ago? 
oe A long time ago in a different area. 
We are making a Canadian study, not a U.S. study. In 
this particular matter this 16 per cent is, all 
fecitiousness aside, an important cost distinction 
eahisen’ the U.S. and Canada because it is based on a 
large number of interchanges resulting from the fact 
our railway system is not essential to properties 
with half a dozen others of a minor nature, and 
consequently in view of the nature of freight car 
repairs and billing and so on, it is a point in the 
United States on every railway to charge these on- 
coming freight cars as they are received at the 
interchange. In the United States I suggest inspection 
costs are a more significant component of cost than 
they are in Canada. If you were to ask me, would I 
do it the way you have done it, I would still say I 
don't think we do it that. way. 

Q. In Canada because of the weather 
conditions and because of sugar snow drifting and other 
matters of climate, with cold weather, for example, 
and with the problems arising from hot boxes and other 
gear problems -- draft gear and running gear -- that 
the need for inspections on the Canadian railways 
is greater than it is in the United States? 

A. You may be quite right and I would not 
argue this point, but what I would say is that 
it may be not at 16 per cent; it may be 18 per cent, 
or 20 or 4 or 12. We don't know. If your account 314 


is such a good basis for developing costs, we ought 
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to get the inspection broken out of it in a hurry. 
I would not resort to something done in the United State 
fifteen or seventeen years ago. 

Q. By tikeae the 16 per cent figure we 
have likely been conservative with the C.P.R. cost 
study? 

A, Well, that is your position. We don't 
know because we have no way of checking what the 
inspection element is. 

MR. SINCLAIR: Thank you very much, Mr. 
Banks. 

MR. MeDONALD: I have no questions, Mr. 
Chairman. 

BY COMMISSIONER GOBEIL: 

Qe I have only one point: you discussed 
at length with Mr. Sinclair the value of figures in 
a cost analysis of the railways, and you mentioned 
that in view of the many factors under consideration, 
which may be technical or geographic, one could get 
only an estimate, and not the true cost figures, and 
you also added that during the cost analysis they 
made a very comprehensive tuay and you could come up 
with quite different numbers? 

A, Yes, sir. . 

Q. But how different can these numbers be 
pefore they are significantly different -- before one 
can begin to express doubt about one of the two? 

A. Well, in the United States where most 
of these cost analyses are, as you have been told, 


based on this rail form A procedure, we have differences 
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TORONTO, ONTARIO (Gob aii 
of only a minor fraction of a cent which have a very 
significant impact on whether the traffic moves by 
Yail or by truck, I have such an example in this 
Commerce study which I can show you now or later, as 
you prefer. 

But, to answer your question in as brief a 
way as I can, the difference becomes significant in 
very small magnitudes sometimes where we are costing 
a very small element of traffic and doing it ina 
procedure where a mill or a tenth part of a cent may 
make all the difference in the world to the carrier. 
Q. In the case of grain movement, though? 
A, Well, I would think that there is a 


significant difference between the answer that we 


got and the answer that Canadian Pacifie got, on its 


face. We have $15 million or $17 million less 
eost by our estimate than by theirs, and if your 
question means, how many millions of dollars apart 
would we have to be before it became significant, 
I would think anything -- in the total framework of 
this situation,anything in excess of $1 million would 
be significant. | 

COMMISSIONER GOBEIL: Thank you. 

MR. FRAWLEY: We have no re-examination. 

THE CHAIRMAN: Wekl, ¢heank you, Mr. Banks. ’ 


THE WITNESS: Thank you, sir. 
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MR. SINCLAIR: Mr. Chairman, there are a 
number of matters I would like to get onto the record. 
These are questions that have been raised from time to 
time during the proceedings, and I think this would be 
the easier way to handle it. 

At volume 96, page 16318, Commissioner Mann 
asked me if I sears look up and let him have a list of 
citations before the Board under sections 341 and 342 
after the index in volume 48 of the C,R,%sC.'s. I said 
it was not difficult, and I have done so. 

The note I have is that because of the 
fact that most peste Syvlivatious are first made to the 
freight traffic departments of the railways, some of 
the bases have been resolved and the cases are those of 
which resolution with other than the Board's intervention 
were not possible. 

Normetal Mining Corporation Limited et al 
v. C.N.R., 50 C.R.T.C. 203. This was taken to the Supreme 
Court of Canada on an application which dismissed tne 
application to appeal from the Board's finding, which 
can be found in 52 C.R.T.C. 92. 

Ontario Mining Association, versus C.N.R. 
and C.P.R., 58 C.R.T.C, 17. 

Alberta Central Subdivision and C.N.R. 
Brazeau Subdivision, 54 €.R.1T.C. 261. 

West Lorme Lumber Company Limited versus 
C.P.R. et al 70 G.R.T.C. 23. 

Acme Shingle & Lumber Company Limited et 


al versus C.P.R. and B.C. Electric Railway Company Limited 
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49 J.O.R. & R. 437. I have given the J.0O.R. & R. there 
because when I wrote this down it was not yet in the 
C.R.T.¢.'s. 

The next point, Mr. Chairman, arose in 
volume 119, the 16th of Nevember, during Mr. Edsforth's 
re-examination at page 19754. I have dealt with this 
with Mr. Mauro by correspondence. | | 

| Volume 118, the 14th of November, 1960, 
during Mr, Mauro's cross-examination of Mr, Edsforth, 
having to do with interchanges, and Mr. Edsforth has given 
me a latter. and I think that ieale ae anbbee anak 
the record as read. | 

THE CHAIRMAN: Agreed. 

MR. SINCLAIR: 


I.Di Sinclair, Esq., 
Vice-President, Law. 


Please refer to daily tvanserint, Royal 
Commission on Transportation, Volume No. 
118, November 14th, 1960. 

On page 19561 Mr. Mauro asked the 
follewine vent eat | 
Q. Mr. Edsforth, regarding this matter 
of official interchanges between eastern 
and western Canada -- or, within eastern 
Canada and within western Canada -- I wonder 
py you could tell the Board how many officia 
interchanges there are in wéstern Canada? 

A. I think forty-two is the number you put 


on the record, and I have no quarrel with 
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1 
2 that. 
3 In answer to Mr. Mauro's question, ther 
4 are in western Canada forty-two official 
5 carload interchanges and in addition, four 
6 joint terminals. This information is 
7 contained in Canadian Freight Association 
8 Tari tf No. 209. 
9 Also on Page 19561 the following 
10 exchange took place: - 
11 Q. | Could you tell us how many official 
12 interchanges there are in eastern Canada? 
13 A. I could not, offhand; but I can ery 
14 easily develop that information. 
15 Q. I will give you a fib na and youscan 
: 16 check it. One hundred and ten in eastern. 
17 Canada, between Canadian Pacific and thé 
18 - Canadian National Railways and I understand 
19 ; there are in ee Pheliikiane six official 
20 4 interchanges, and in Toronto alone five 
Ail, 0° official interchanges. A total of 110? 
22 A. I will accept your figures subject to 
23 check, Mr. Mauro. | 
24 Our check of Canadian Freight 
5 Association Tariff No. 28 shows that there 
26 are in eastern Canada seventy-three official 
27 carload interchanges between Canadian Pacifi 
28 and the Canadian National Railways. There 
29 are five official interchanges in Toronto 


but only three in Montreal, i.e., Hochelaga, 
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1 

2 Que. (CP), Jacques Cartier Jct., Que. and 

3 St. Luc, Que. Mr. Mauro may have included 
4 Bonaventure Station (CN) and ere Viger 

5 (sP), which are shown as interchanges for 

6 less carload traffic handled in skecaces 

7 service and Moreau Street Station (CN) 

8 : on ecarload traffic which is the same as 

9 Hochelaga, Que. 

10 We are unable to check the 110 

11 interchanges between the Canadian Pacifie ; 
12 and the Canadian National Railways eae scnge 
13 by Mr. Mauro and it may be that he has 

14 included interchanges between Canadian 

15 Pacific and other railways and interchanges 
16 between Canadian National Railways and 

17 Canadian Pacific Railway's subsidiaries." 
18 | At volume 123, the 23rd of November, 1960, 


19|| during my cross-examination of Dr. Borts he asked wa to 
20|| provide him with the direct application of his final 

21\| models which are those from Pyramid, and cad results from 
22|| running those models, to show the cost co-efficients 

93|| that wis direct models would develop. This has been 
24|| done Uensee ly to Dr. Borts and to counsel representing 
25|| Manitoba-Alberta, and copies sent to the Commission 
96||.staff, being a memorandum dated November 28, 1960. I 
27 think they have received that, and rather than put that 
28 || into the record, we will leave it that way, with your 
29|| permission, sir. 


30 “Now, there i8 at volume 113, during Mr. 
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Mauro's cross-examination of Mr. Emerson, a question 

raised as to what if anything has developed in respect 

of statements 8, , 9 and 10, which appear on pages 226 

and 227 of the Turgeon Commission Report and, if no action 

has been taken, the reasons therefor. That is my 

paraphrasing of Mr. Mauro's questioning of Mr. Emerson 

at page 18724. It finiished up by my saying on behalf of 

Canadian Pacifie we would have a look and that Mr. Emerson 

would give ov a report. This he has now done, and I will 

read it: 

| "T am advised by Mr. R.C. Barnstead, the 

Canadian Pacific dpe ditties eh the 
Joint Cooperative Committee, that he has 
examined the files with regard to each of 
the projects listed in Statements 8, 9 and 
10, and there have been no further 
developments since the Turgeon Commission 
Report. 

Generally speaking, these statements 
deal with such matters as line sede amas cite. 
joint switching, passenger and commuter 
services, consolidation of telegraph 
offices, and consolidation of Pacific Coast 
steamship fleets. 

Although there has been no action in 
regard to these items within the terms of 
the C.N.-C.P. Act, a great deal has been 
accomplished by the two railways through 


cooperative effort. An outline of activitie 
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in some of these areas are: 

Line Abandonments: Both companies, jointly 
and independently, have continued the study 
of line awendéndetve and where there is 
justification action has been and is being 
taken. Activity in this area is referred 
to in Mr. Emerson's direct evidence at pages 
18244-5, Volume 109, where he deals with 
possible amalgamation of branch lines and 
also gives details of Canadian Pacific 
post-war line abandonments. 

Joint Switching: - The substantial number 
of joint switching agreements which have 
been entered into by the railways 
voluntarily in the post-war period is 
referred to at Page 18234, Volume 109, and 
bears evidence of the railways! willingness 
to cooperate where joint effort is economic. 
Passenger Services: - The changes in 
passenger transportation since World War II, 
of course, have Largely invalidated any 
studies carried out a decade ago dealing 
with this field, and today's conditions 
require avery different treatment. The 
manner in which Canadian Pacific has dealt 
with the passenger train problem is 

fully outlined in Mr. Emerson's direct 
‘evidence, Pages 18251 to 18274, Volume 109. 


Telegraph Services:- Four jointly operated 
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telegraph branch offices have been established 
Since the Turgeon Commission and the 

railways Rave also effected reciprocal closing 
of ten competing but uneconomical branch 
offices in larger cities, which again indicates 
the acceptance by the railways of cooperativ 
measures where they are economically justifi a, 
Commuter Services: - Canadian National has 

now withdrawn from the main commuter service 
1, es Nbtacebondeevon caiee tal and, as indicated 

at Pages 18273-4, Volume 109, Canadian 

Pacific does not now feel commuter service 
will be a financial burden, 

Steamship eae ba - Except for a summer 
season Alaska cruise, Canadian National does 
not operate a steamship service on the 

Pacific Coast. However, in 1952 Canadian 
National ticket offices were supplied with 
coupons that are honoured on Canadian Pacifi 
ships between Vancouver-Victoria-Nanaimo. 
Express Services: - The handling vo 
merchandise traffic has undergone many 

changes in the post-war period and 

Canadian Pacifie plans in this regard are 
fully outlined in Mr. Emerson's evidence 

under the heading ‘Less Than Carload Freight 
Traffie - Merchandise Services', Pages 
18211-19 (Volume 109). 


The foregoing will illustrate that 
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many of the possibilities of joint 
cooperative measures which were considéred 
under the C.N.-C.P. Act have been dealt 
with in the course of normal a pope by 
the two companies during the post-war 
period, that many items not previously 
considered have also been dealt with, and 
that this is a continuing process in the day 
to day operation of both railways. A number 
of the cooperative projects adopted between 
Canadian National and Canadian Pacific since 
the Turgeon Commission Report were EPR gh: 
in Mr. Emerson's Pokerts evidence, Pages 
18233-36, Volume 109. A statement giving 
further eels of these joint measures is 
attached." 
A further question by Mr. Mauro, Volume 113, 

at pages 18734 and 18735: he asked would Mr. Emerson 

look at some thousand _ net ton trains between points 

for commodities other than concentrates and other than 

coal, and Mr. Emersen mentioned coal and coneentrates, 

and then Mr. Mauro asked him for others than those, and 

Mr. Emerson said he weuld see what, he could do. He has 

now informed me to tell the Commission he has looked 

at this, and the traffic department have suggested from 

their splint of the records, which is not complete, 


and they have picked out such movements as; 


- 


i al 
. 20 3 
intot ‘0 sebatiidtesog pore to wan 
= i if ai 
servi bil ‘oD orSw ites eoivesent svisas 


~ 


tisgeb neet evasi TOA .4i Q- .D ois xobstw 


vd eaaontevrd. 58 on to SOROS aa aa ite | 
‘a So 4 Oy 
xsu-faog att tees av las gos ows eat 
ylasotveng ton amet —_ tecls. .boireq , ee 
tay bre .cidiw tissb nesd oela evad bereb! EOD fe 
yeb odo ol aaoootg galunlsnoeo s al er tadd 


' bepcdimmn A saree kant ddod “to no lisieqgo yeb ot Ly aie 


AEE 
jf r r 

| : ry ae 

asewted botgebs a i iia ens Io a. 

: . r] 

) ; but * 


peonts ottiost. ast bsned bas Lenoléan narbensd 
SLO 396 srew tyoqeA nolan jimmod nage ond 
genes ,.sonebivs Souchh a itive o0M at , 
aatvis tremetdsata A 204 emu Lov OE-EES! ‘ 

pos el @@TveROn, stot ¢ gseatt to elistveb reridast 
" .bedostis 

IL aaulov..omsal .«aM yd dolvsemp sordewd A 


noaysinad .cM bivow beves of 2@EYSL bee AETSL sonseq 3s ie 


| -etutog csewsed aniert aot Jon Snanawors emoe ts stool }08 
Z| neadd xsedso bus estetinoonod’ asd tonto gels tboamos 10% Tas 
," a -! ci. “ ’ 
-})  ,e9teutnesmeg bas Iso0 benolsmest noatem@ad .1M brs .£809 | { 


q 


wae ae 
' it Bes .Se¢ond mend avtedto vot mite ‘belas omsM .oM codt be ee ' 
d Ke ; ae 
a: seni oh oh bines sa gaeta § eae biwew ed bise aoertoa > mM 
“a p ’ mee) 


oo bexo0ol asl ed moleatmmod erit best od Sim pomrotn: 1k west of 
ate ‘ 


tiorvt Aostaganse ovat ee ay, oLTIsits | sels bas als 


ANGUS, STONEHOUSE & CO. LTD. 22481 
TORONTO, ONTARIO 


Commodity ’ From . To 
Iron Ore Wyman, Quebec Hamilton, Ont. 
(From same branch) , 
Sand and Gravel Shawville, Que. | Ottawa, Ont. 
Sand gaa aeavas Paris, Ont. | Toronto, Ont. 
Coal Little Current,Ont. Clara Belle, Ont 
Coal - " Espanola, Ont. 
Coal * ° | Spragge, Ont, 
Pulpwood Ramsay, Ont. _ Espanola, aay, 
Sand and Gravel St. Gabriel, Que. .Montreal, Que. 
Beaahsd Btouk ' Bedford, Que. Shawinigan, Que. 
Crude Petroleum Drywood, Alta. Calgary, Alta, 
Sand and Gravel “Moose Nose Pit, Man. Winnipeg, Man. 


Coal Bienfait, Sask. Winnipeg, Man. 


The amount of traffic in tonnages I would 
be prepared to give to ee Commission, but in view of 
the fact Canadian National are here, and these Ne | 
Canadian Pacific movements, I would rather give the 
tonnages in the year 1959. 

THE CHAIRMAN: These are trade secrets. 

MR. SINCLAIR: These are trade secrets, 

I can say each of the one I have mentioned involved 
movements, without exception, over 4,000 aol oean 

| “There is one matter Mr. Mann asked me\to 
do, and that had to do with the relationship of the 
Board's Waybill Analysis in regard to checking the sample 
and reflecting that as a percentage on the amount of 


revenue covered by all that traffic. We have spent some 
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time on this and we find the computation rather difficul 
because of the way the material is supplied. All I can 
do is indicate this to you, that we find the percentage 
of traffic Ratio to be, in 1959, that was supposed to 
represent 1%, to be.899, and in 1958, we found it was 
1.2, and from this we concluded that we must be having 
some difficulties in it because the swing in a year 
-- well, we were not satisfied with it. We started to 
take another look at the data and I must say we are 
not ina position to answer your question with what we 
consider a proper basis. There ee benGndnavinad bud a 
trying to relate it in tae way I suggested to you during 
our discussion, when it seemed to be easy. However, 
we have found by experience Se entiiae nie problems. 
COMMISSIONER MANN: I think I said at 
the time not to go to too much trouble. 
MR, SINCLAIR: You did sir, but it was 
a thought that arose out of the discussion ba it struck 
us as being a very good thing to have, and so we have 
spent some time on it. I think we will have to develop 
other control procedures, and we are intending to do sO. 
COMMISSIONER MANN: Thank you for the 
effort. | 
MR. SINCLAIR: The only reason I know I 
still have things'to do is because Mr. Price reminds 
me, and this point now is for Mr. Frawley, so I had 
better not forget it. At page 12173 of. the transcript, 
Volume 69, I said, "In light of the charter exemption 


on the main line, as defined in the statutes, and in 
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light of the fixed assessments that are involved in 
certain of the western provinces bi me 

I had overlooked this. It was brought 
up at the cost conference; Mr. Stenason brought it to 
my attention, vita I undertook to take a look at it, 
and we will make a statement about it later. I am 
sorry about this because it should have been looked at. 
We will make a statement about it in our rebuttal 
evidence. 

This is all I think we have outstanding 
on the record. I do know Mr. Price and myself will 
certainly appreciate it if anybody has given us question 
we undertook to gnbhet which we have overlooked, if they 
will please let us know and we will do our best to meet 
them. | 

MR. COOPER: Mr. Chairman and gentlemen, 
the Commission has dealt with the questions of rebuttal 
evidence and summation and argument. The Commission 
has decided that any rebuttal evidence the railways wish 
to call on the question of the cost of handling grain 
will be submitted in writing on or before January 21st, 
1961, and taken into the record. Replies to rebuttal 
evidence will be submitted in writing on or before 
February 9th, 1961, and will also be taken into the 
record. In accordance with the ruling of the Commission 
made on November 14th, 1960, and appearing in Volume 118 
of the transcript at pages 19598 and 9 summations and 
arguments in writing in 25 copies must be filed with the 


Commission on or before February 10th, 1961, and will 
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appear in the transcript. . oT 
| I think 'I am correct, Mr, Chairman, in 
adding that this, therefore, concludes the public 
hearings of this Commission, 

MR. SINCLAIR: Mr. Chairman, in view of 
the fact that the evidence of the railways on rebuttal 
will not be formally presented in public session me 
would like to say on behalf of Canadian Pacific that we 
have taken a great deal of your time. We certainly 
appreciate the tiene this Commission has extended to 
Canadian Pacific and to its officers. We have had a 
strenuous time on.occasions in keeping up with you, 
but we do realize that this matter of transportation 
is a strenuous business and that there is a necessity 
for having all the aspects of it considered. We, of 
course, appreciate the courtesies you have extended to 
each one of our witnesses. We have received, I should 
say, complete cooperation from my friends when we were 
in difficulty as to the day or hour they could appear, 
and we appreciate that. We have found our relations 
to be excellent with counsel for your Commission. We 
think the Commission was very fortunate in the calibre 
of Peas they had made available to them, and this 
has undoubtedly assisted in the work of the Commission, 
in our view. The Commission technical staff has been 
very helpful in recognizing that we are trying to meet 
their. demands. We have not met them all as quickly on 
occasion as I am sure they would have liked us to do, 


but they have been understanding and cooperative, and we 
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have and will continue to try to meet any requests they 
may make upon us, 
On behalf of myself, Mr. Chairman, it 
has been. a real pleasure to appear on behalf of the 
Company before you and before this Commission. I do 
thank you for the courtesies that you have extended to 
me personally, and I hope that the Commission in closin 
its public hearings will enjoy reading the evidence that 
we were able to bring before Sow Thank you very much, 
MR, MeDONALD: Mr. Chairman and 
Commissioners, on behalf of the Canadian National I 


wish to extend to you our sincere appreciation of the 


-attention you gave to the submissions which we had to 


make, and I am sure that you will, after reviewing them 
again, have no difficulty viet dante your reports. It has 
ieee a great pleasure to me to have the opportunity 

to appear before you, This is my first Royal Commission 
and I hope the next one, if there is’ a next one, does 
not last so long. 

I wish to thank the Commission staff for 
their assistance in various problems that have come before 
you. We wish to cooperate with them, and if we can give them 
any further information we will be glad to do so. 

I would like refer to Commission 
Counsel in this case, Mr.’ A.G. Cooper and Mr. G.S. 
Cummings: they have both been very cooperative and 
they have helped us solve a lot of the problems which 
have come before you. 


I also wish to thank other counsel for 


oft ost siriked mor Meow to vested 20 . 


¥o ait to tisded ao meqgs of ouasely L807 Ba baie .. 


+ ob I sofpatmd efit ee bass “voy Bote anand 


— 


i 

| o¢ Sebnetxe oved woy dads =e odd to poy ett fs 

: y i, 
bpateots ak sohastamod sd? Jad? eqor r bess UL Lsnoereg ne at 
‘edt eonebive oft scmamanale yotas Iilw agalisod obbdwa: al 2 


tL sou yroev woy waned =. NOY “proted rity og olds ‘orrow ‘ow 
ben aetet 21 “<AMOdeM .AM Yat he ti “7 

I fenot¢su tmtbetsd eit % ee mo . a roto teatnmod 
ait te sebteteetggs ot sorta two NOY 08 brewxs od ete 
og bed ow sistriw eanofeatiaius erid ov S8VER VOY itsan ink: 
gost gatwetves setts {fiw voy tadd ere ms b : Dag seam 


- 5 : Pes hs -. 
sed 42 4. etvogen toy sartsiuw ysioot tTth om ovast | abege 


r 


utinudxoggo eft over oF om OF exvesolq Jso%R 2 need 
 —crnaieta (evo deat? wa at ela? . _ e1oted xsogqas OF 
oto oxen @ at oreds IL ,eno IxeG orit eqori r bas 


.ynol o8 teal so 


so) Ttst: no tea smMod eit Monet of deitw I } , << at 
; oe 
ng 


even tant emoide me evotiev at sonatateas atodd 
ov ti buns ,aiedd dijw sds togooo ov deiu sW oe | 


<I j Ar 
.o8 ob of bain od LLlw ew nekésomotat tediiw? | 


nolasiawmod o¢ reTetT os extl bisow T 


ANGUS, STONEHOUSE & CO. LTD. 22486 
TORONTO, ONTARIO ‘oe® 


their courtesies to me and, last but not least, our 
reporting staff who have done such an excellent job. 
Thank you. 

MR, FRAWLEY: Mr. Chairman and members 
of the Commission, I presume I should have thought at 
this time counsel would be addressing themselves cad 
the Commission on the occasion of the conclusion of the 
public hearings. 

Alberta certainly has a on very great 
and important coneern about Canada's freight rate 
structure. I was counsel for Alberta at the time of the 
first Turgeon Commission, and we obtained a fairly 
important measure of relief from our problems. We lost 
a considerable measure of ground in the second Turgeon 
Commission, and the situation deterioated after the 
second Turgeon Commission, and therefore Alberta welcome 
the appointment of this Commission, and particularly its 
broad terms of referenee. I make no excuse for the fact 
the people of Alberta await with very great interest 
and concern the deliberations of this Commission. 
Repeatedly and repeatedly it has been brought to my 
attention that Alberta has expanded so Zreatly, and that 
the economy of Alberta is in such a healthy state that 
it is idle to be complaining about our freight rate 
grievances, and we take great exception to that in the 
province of Alberta. As spokesman for the Alberta 
government, I have said that many times, but I want to 
assure the members of the Commission I am not alone; 


that there are still matters of very serious concern 
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in the Canadian freight rate structure. 

The terms of reference are broad, and 
Alberta is looking for the removal, through the 
recommendation of this Commission, of the grievances. 
from which our part of the country suffers. 

I say in all seriousness that it has been 
a very, very long and sometimes trying task to attend 
the many, many sefysions of the Commission that I 
attended on behalf of Alberta. 

I think there is so much for this 
Commission to recommend that I do think the deadline 
date that bie been set is not a realistic one. I say 
that because I sincerely feel that for the kind of report 
that the people of Alberta, at ledats are waiting for 
and expecting, and the review, of the whole freight rate 
structure, and the many, many aspects of it that have 
been placed before this Commission -- and I am indeed 
referring to matters other than the movement of grain 
to export positions in western Canada -- that the study 
and time that has been put into presenting these matters 
to the Commission require a very considerable amount 
of careful thought befere the Commission is able to 
formulate its conclusions. I venture to suggest that 
the time limit spoken of for the completion of the report 
is, as I say, perhaps not realistic. 

I have nothing more to say than that. My 
only desire in these few words is to impress again upon 
the Commission the importance which the people of Alberta 


attach to the deliberations and the recommendations of 
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1 | As to the other very pleasant words that 

2| came frem my friend Mr. Sinclair and my friend Mr. 

3 McDonald, I certainly can join with all of them. 

4 I have found my relations with the Commission very, 

5| very pleasaws.s. Those of the Commissioners I did not 

6| know were very easy to get to know, and I have found 

7 my relations with the Commissioners highly acceptable. 

8 As to the Commission counsel, all I can do is 

9| congratulate the Commission and/or the Governor- 

10 General -in-Couneil upon the very wise selection he made 

11 in appointing Mr. Cooper and Mr. Cumming to the 

12 Commission. I ¢ongratulate the Commission on the 

13 selection of its staff -- Mr, Anderson and naa Jon 

14| Lafrance ai all the other people who have since become 

15| associated with them, and I certainly in that regard 

16| must mention Dr, Armstrong and Dr, Hay. So, I certainly 

17 join in wishing the Sinieoken good health and lots 

18 of patience in doing all the work they have to do 

19|| before this very important report is brought down, 

20 MR. BRAZIER: Mr. Chairman, to me it is a 

21] very happy occasion to be here at the conelusion of 

22|| the public hearings of this Commission, From recent 

23|| reports that I have received from British Columbia 

24 I am not sure that any recommendations you may make 
anes: 

25|| will have any bearing on the Hovinces z understand 

26| the railways are thoroughly washed out, anid: our means 

27 of communication with the a 8 Ganada are being blocked 

28 Although British Columbia ae purposely, I 

29 would say, refrained from participating in one of the 


30 major items whieh yeur Commission has to consider, namely 
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the grain cost studies, we have appreciated the 
tremendous efforts the members of the Commission have 
applied to the task before them. The people of 
British Columbia will always feel indebted to the 
Commission and the individual members for the time 
and effort they have put in on this most important 
public question, While your public hearings have 
elosed, we know that probably your biggest task still 
lies ahead of you formulating your report that we 
all trust and know will be an honest brik to solve 
ene of Canadé's most frustrating problems. IL think 
we can say that over the last twenty-five or thirty 
years, or even more, the railway problem has been 
a frustrating one for Canada and the Government of 
Canada. | 

I know all the other members of the 
Commission will pardon me if I make special reference 
to the Chairman of the Commission, It has been my 
Pleasure to have worked in this field of endeavour 
with the Chairman over a. long period of time, and I 
was delighted, and so were the people of British 
Columbia, when the government saw fit to appoint him 
Chairman of this Commission, I trust that the task 
he has US's has not proved too onerous and 
that next year, when the report has been completed, 
M.A. MacPherson will be back before the Board of 
Transport Commissioners representing the Province of 
Saskatchewan in a rate case. 

I also would like to express. my appreciation 


to Mr, Cooper and Mr. Cumming, my colleague from 


A oa . ere 
'y ia : 3 
Po aaa dotatoeaan © yack 9 


overt idiot tnl ‘eits — 


0 siqoee ont mold 20 | 
act of Beddebat L952 evawle pond: > datvint 
ae 


ee 
ane So% avsdaest teubtvrbmt edi! bas notae 


+e Sassrogqmt tao afsit 10 nt doq svat elit ‘ | 
sved anntresct ollduq ivy oft dw .nokdeoup ences 7G i? 
os 


titde Meat ¢sengid ts00y eidedora sartd wort ow bee om 


ow tacit SHOT TIOY cnnpamaaianty voy 0° bsors « ook 


ie wi 

vie 44 a 

‘+  syfoe of dxo'R'ts teenond os sd Il iw wou bre | dent i. | 
secbat I ami leord gntientastt Geom 8" sbens® to ra 1 be 


4 + 


ist 
je 


i 
:\s 
a 
4 


ytutds vo evtt-Ts snows teal soft ‘TSVO tacit vse 1189 ow 


a 
need earl moldorq yawiler adit . stom neve <0 eine \ 


te inomays vod orid bnis sbene) tot eno gaitartertt ra iM 
exit to aredust 1 sorito edt ffm worl a " Pp 
esrevetet Lafooge salam I tt sm mobeaq ILtw noLaatmmod 
yn need ead IT oknetiumed eft To cminert wri ent sail 
yyovaeebns to bist? efdid af bow iow oven oF ouanerq 
I bas .omtt to botused Saol s revo mametedd ont ition 


Heldin@ 2 slqosq ode ersw oe baa: (betdgt fsb enw 


of 


(ee ry 


a. a 7 
> ntd sehoqgqa of cil wee $romrrevoR edd ms chw Shea LOO | 
| a 

Neat sit tect Seuvd I .molenlagrod eldd To — 


_ 
<A a ine 
” ani 


bis avoteno ood beworg ton asd aevedrobay ead od 


- 


mo pi 


_detefquoe 196d ead Ptoqer odd sedw .rs0y pene 
yleie = 


; 
i 
i 


Lo bumok ond evoted seed od £Lbw moerediontt A 


% 


‘ko wien sit sattascengen oromokeetmnod | 
9280 eter = - ent 


ee ey 


eS 


ANGUS, STONEHOUSE & CO. LTD. (Mauro) 22490 


TORONTO, ONTARIO 


Vancouver, Commission counsel in this matter. I have 
found both them and other members of the staff most 
courteous to us at all times. 

All I can say is that I trust when the 
deadline for your report has been reached that every 
member of the Commission can enjoy a good long holiday. 

MR. MAURO: Mr, Chairman and Commissioners, 
Ll certainly want to join with my learned friends 
in the words of ferewell. It sort of came to me by 
a roundabout way that when I was first sent down here 
on a rate case, which seems to be three or four 
decades ago, cbut actually is only three years ago, 
that one had to pretty well put in twelve or thirteen 
years before he was qualified to join‘the club of 
provincial counsel on these rate matters, and after 
listening to Mr, Sinelair and Mr. Frawley and Mr, 
Brazier this becomes very Nene as they hearken 
back to historie commissions before which they 
appeared, While I cannot lay claim to the term of 
years, I am satisfied I have the right to elaim it 
now having experienced this Commission, because surely 
i& must give one extra points having gone through 
the two years since September 1959 in that crowded 
railway room in the House of Commons, It has been 
an experience that a young barrister cannot help but 
appreciate. It has not only been an experience from 
the legal end of it. I must also lay claim to the 
health side too: it has cost me 24 lbs. People say 
I look better, and I must lay claim to the fact 


the Commission did this for me. 
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I remember Commissioner Gobeil in a moment 
of, I trust, jocularity stating that probably what 
was wrong with transport in Canada was that there were 
$00 many people from Manitoba mixed up in it. Well, 
that may be. Manitoba certainly has taken an interest 
in these transport matters, and particularly before 
this Commission, We hope that the efforts the Province 
of Manitoba made may in some small way assist this 
Commission with the most troublesome problem concerning 
the Canadian nation today. 

If I had my way about it, gentlemen, for the 
effort you have put in, the only award we have in 
Manitoba is the Order of the Bison; we have a type of 
pioneer knighthood, and I will certainly strongly 
recommend to the Premier the Commissioners of this 
Commission have avery Yight to claim it. 

I want to thank my learned friends from the 
railways for their cooperation and their interest in 
this problem, and it is always worthwhile coming up 
against a worthwhile adversary, and counsel for the 
railways are certainly that. I want to thank my 
friend Mr, Cooper and his assistant counsel for their 
cooperation in a most difficult task, and to the 
staff of the Commission and to you again, gentlemen, 
and to everyone associated with this very important 
work. I wish to offer my thanks on behalf of the 
Province of Manitoba for your kind consideration, and 
give you our very sincere best wishes for the big 


task now remaining to you. 
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MR. GOOPER: Mr. Chairman, I should like on 
behalf of Mr. Cumming and myself to express my most 
Sincere thanks, and I am sure I speak for Mr, Cumming, 
for the kindly references that have been made to us 
by counsel here today. lL appreciate more than I 
can say the forebearance of counsel who have been 
dealing with these matters for a great many years 
when they suddenly ee thrust upon them an unknown from 
Halifax who had had no previous experience with freight 
rate matters in his professional career, It may seem 
strange that a Maritimer should have had no previous 
experience in freight rate matters, but that was my 
position when I came to this Commission -- a wonderful 
opportunity for counsel who had been dealing with these 
matters for years to sort of combine and say, "Who is 
this strange man trying to get into our lodge? We 
Will show him; we will make it difficult for him", but 
counsel did not do that, They were extremely kind to 
me and gave m@ assistance in every way possible. The 
most regrettable feature of the termination of these 
proceedings this morning is that I will not: have the 
pleasure of close association with those persons -< 
eounsel for the railways, for the provinces, for the 
trucking industry -- for whom I have had over the past 
few months such a very high regard, and for whom I 
still have such a very high regard, and feelings of 
friendship. I hope they are reciprocated, There 
have been times when it has been difficult to deal 
with conflicting views of counsel and to endeavour to 


get some measurement of agreement among them. In fact, 
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it was suggested to me on one occasion that I might, 
after this job, go out to the Congo and see what I 
could do there, I suggest that might give me a bit 
of a rest. 

However, I do wish to say again that I 
appreciate most sincerely what has been said this 
morning, and I am sorry indeed that the close 
association of which I have spoken has come to an end, 

I hope, at some time to be renewed, 

THE CHATRMAN : Since the preliminary 
organizational meeting held here in Ottawa on September 
17th and 18th, 1959 we have travelled across Canada from 
St. John's, Newfoundland to Victoria, British Columbia. 
We have had the pleasure of having the Premiers of nine 
provinces appear before us -- the other was ill -- 
as well as the Presidents of the two great railway 
systems of this country. The views of all the provinces 
of Canada, of the great agricultural interests of the 
west, of those concerned with the problems of 
transportation in the Atlantic provinces, in central 
Canada and in British Columbia, of the railways, and of 
those engaged in the industry of highway transport, have 
been ably presented to us through carefully prepared 
and thorough submissions. 

We appreciate what counsel pave said about 
our own counsel, and we have had great satisfaction 
in having the good gentlemen, Mr. Cooper and Mr. 
Cumming, and we have TO ee that. 

Counsel who have appeared before us have been 


of great assistance to us in presenting the views and 
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opinions of their clients forcefully, and, I might 
wee at times almost forceably. We wish to express our 
thanks to them for their viveeie help and cooperation. 

We deem it appropriate also to place on 
record our thanks to the secretarial staff of the 
Commission, to the reporting staff, for their valuable 
services before and during that period of our work 
which ends today and to express our confidence in the 
eontinuation of their full cooperation and assistance 
in the work remaining to be done. 

We thank all counsel for their cooperation, 
and I should mention particularly that we have had 
following us from the first day the Canadian Press 
and not one complaint has been registered by counsel 
about the reporting by the Canadian Press, which I 
think is very, very significant as to fair Sepcrbinn: 

Gentlemen, we want to thank the Board of 
Transport for the use of this wonderful room, and we 
feel Major Lafrance has done a grand job for us here, 

| We are conscious of the very heavy responsibility 
upon us and we express the hope that in the Seats vee 
of that responsibility we may be of some assistance 
in advancing the development of this great country 
of ours. 

All I can say finally is, remembering the 
months that are ahead, please remember us in your 
prayers. 

We now adjourn sine die. 


--- Adjournment. 
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